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Complete trust services play a 
vital and effective role in today’s 
fast-paced banking requirements. 


Here at our Personal Trust Di- 
vision an experienced and highly 
trained staff handles custodies and 
advisory custodies, estate and trust 
administration, pension and profit- 
sharing plans, and estate planning. 
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The knowledge and experience 


YEON 


of our Personal Trust Division are 
as close as your telephone. 
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One Wall Street, New York 15, N.Y. 


Capital Funds over $135,000,000 
Total Assets over $1,600,000,000 
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q GOODYEAR DIVERSIFICATION AT WORK 


No speed tickets here. 


For Goodyear’s specially designed test track 
in Texas was built purposely to conduct tire 
tests at higher-than-legal road speeds. 


The track, part of a multi-million dollar test 
proving ground, is banked to accommodate 
speeds up to 140 miles per hour. 


Results of these tests on the asphalt-surfaced 





Speed Limit: 140 m.p.h. 


Bab is 


five-mile circle enable Goodyear to develop 
safer tires for normal driving. 


And better tires—by the millions—for prac- 
tically everything on wheels, have earned this 
verdict of public approval: “More People Ride 
on Goodyear Tires Than Any Other Kind.” 


The Tire Division is just a part of a world- 
wide network of Goodyear facilities making 
and selling hundreds of different products. 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


A‘QCRAFT ¢ AVIATION PRODUCTS + CHEMICALS -+- FILMS - FLOORING ° 
INOUSTRIAL RUBBER GOODS ° METAL PRODUCTS ° SHOE PRODUCTS . 
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‘The Case of the 
Wandering Soldier 


(A true story about correspondent service, by Hubert, the Harris Lion) 


A correspondent bank of ours 
way up in Michigan called us 
excitedly at 9 A.M. one morn- 
ing. The problem: one of their 
customers had a soldier son 
who was on his way back to 
camp in Georgia. A telegram 
had just arrived extending his 
leave. The young man was 
7 ee 7 ) somewhere in Chicago. Could 
athe the Harris find him? 


The city was full of wander- 
ing soldiers, but our Mr. R. 
studied plane and train sched- 
ules and figured out the one 
train the soldier was likely to 
be catching. He paged the 
young man, caught him just 
in time, and sent him back to 
his waiting family. 


No problem put to the 
Harris by one of our corre- 
spondents is too large, too 
small, or too strange to war- 
rant the personal attention of 
‘our officers. 








You might bear this in mind 
when you’re thinking about a 
new—or an additional—corre- 


~<a "By spondent connection. 
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Organized as N. W. Harris & Co. 1882— Incorporated 1907 
115 WEST MONROE STREET—CHICAGO 90 
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Cover Picture .. . 
from many points of view are the repre- 
sentatives of the United Nations, the head- 
quarters building of which (shown here 
from across the East River) was dedicated 
seven years ago to keeping of World peace 
through interchange of knowledge and dis- 


Looking at New York 


cussion of common problems . . . On the 
professional level the recent Mid-Winter 
Trust Conference in the same city similarly 
exchanged viewpoints —- but with the dis- 
tinction of an atmosphere of mutual trust 
and respect. Foremost on the agenda were 
problems stemming from world pressures 
that underlie and vitally affect the prac- 
tical daily concerns of the Trustée, the 
Investor and Business as well as Political 


life. 
Photo by Louis C. Williams 
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CORRESPONDENCE 


Canada’s New Tax Rate on 
Nonresidents 


Our article “Estate Tax Exemption of 
Foreign Real Estate,” which appeared in 
the February issue, was prepared in 
December of last year and therefore does 
not reflect the most recent changes in 
Canadian estate tax law effective on 
January 1, 1959. The Canadian Estate 
Tax Act now provides for the imposition 
of a tax at the flat rate of 15 per cent 
on the Canadian property of estates of 
persons domiciled outside Canada. (If 
the taxable estate is less than $5,000, no 
tax is imposed. ) 


This means that the example shown 
on page 99 of our article, involving in- 
vestment in Canadian realty, should now 
read as follows: 


For example, where the taxable 
estate amounts to $4,000,000, the Fed- 
eral estate tax would be $1,838,200. If, 
however, decedent had invested $1,- 
000,000 of his estate in real property 
situated in Canada, the total taxes 
imposed upon his estate would only 
be $1,413,200 (United States tax of 
$1,263,000 plus Canadian tax of $150,- 
000) a savings of $425,000. 


The table of death tax rates in certain 
representative foreign countries, appear- 
ing at the top of page 99, should also be 
modified to reflect the new Canadian 
rate. 


Walter A. Slowinski 
John F. Creed 
Washington, D. C. 


Pension Research 

As Project Director of the Pension 
Research Council’s inquiry into the se- 
curity and administration of anticipated 
benefits under private pension plans, I 
am vitally interested in all types of re- 
search involving private pension plans. 
Your index of articles on the subject of 
pension and profit sharing trusts will be 
very helpful to us. It will not be neces- 
sary for you to send clippings of these 
articles since we have your excellent 
magazine in our office. We appreciate 
your willingness to cooperate with us 
and I can assure you that you will be 
kept posted as to the progress of our 
study. 

Dan M. McGill, 

Research Director 
Pension Research Council 
Wharton School of Finance 
& Commerce 
Univ. of Pennsylvania 


Philadelphia 
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Knowledge 
Hxperience 
Judgment 
and Concern 





For lawyers and trust officers alike, KNOWLEDGE, 
EXPERIENCE and JUDGMENT are the products of 
time. They develop gradually... through long associa- 
tion with innumerable different problems estate work 
entails. 

CONCERN is something else again. It’s that special 
ability of some lawyers and some trust officers to 
approach estate planning as though every individual 
problem were their own. This CONCERN explains 
why Hanover trust officers have pleased clients for so 


many attorneys... and why they can help please yours. 





Member Federal Deposit Insurance Corporation 
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CONTINUANCE OF REAL "SECURITY" DEPENDS 
on popular realization of the basic neces- 
sity of a sound dollar and the rights of 
private property, as several speakers at 
the 40th Mid-Winter Trust Conference 
lucidly illustrated. Trust Division presi- 
dent Bethel, remarking the increasing 
attacks on inheritance — via tax con- 
fiscation — and on the whole system of 
private property, called for a militant 
defense by "thousands of trustmen." Dr. 
Nadler categorically stated that continu- 
ance of creeping inflation as "a way of 
life" would be more a way of economic and 
even political death and that the voter 
must learn the economic facts of life if 
the nation is to win the cold war....... 
A.B.A. president Lee Miller concluded that 
"there is too little understanding that 
harder battles of economic warfare lie 
ahead," and Thomas Beacom of Chicago, ob- 
serving the growth of the Welfare State, 
urged recognition of political action as 
the major threat to meeting "the honor 
of our obligations." (These and the other 
Conference addresses and discussions are 
reported in this issue.)....... 


It appears that, in these days of mount- 
ing international offensives, the time for 
parlor-talk is past. What more logical and 
effective form of action is open to trust 
and bank executives than the proven tech- 
nique of the Financial Forum or the In- 
vestment and Estate Planning Seminar? This 
technique should be broadened to encompass 
forums on the Economics of Security and 
Freedom, for unless we meet "the honor of 
our obligations," of dollars and of eco- 
nomic sense, there will be little need for 


or remedy of investment and estate prob- 
lens. 


Such Forums, held by banks across the 
whcle of America, would be a tremendous 
force for education in the bases of our 
Personal and national prosperity, and con- 
Sti tute a service that the nation sadly 
heeds, besides gaining immense good-will 
anc respect for the banking world.....Such 


onl 
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Forums could well be put on not only in 
the banks but also at schools and col- 
leges,at Women's Clubs, possibly at Labor 
Halls or factories, in conjunction with 
industrial and labor leaders— but the im- 
portant thing is to bring sound economics 
to the people before unsound ones bring 
us to economic self-destruction. In many 
ways we are already "at the brink." 


THE SIMPSON-KEOGH BILL PROVIDING TAX 
DEFERMENT for retirement savings by self- 
employed individuals has once again been 
approved by the House Ways and Means Com- 
mittee last month. Late last month, 
Representative Keogh had inserted in the 
Congressional Record the TRUSTS and 
ESTATES article (Dec. '58, p. 1127) de- 
scribing the Canadian experience under a 
law similar to the pending proposal.... 
This subject was explored from various 
angles at the Mid-Winter Trust Conference 
(see p. 252). 


UP, UP, UP GOES THE TRUST INCOME of al- 
most every trust institution in the coun- 
try, aS shown by annual bank reports, 
summarized in this issue. As will appoint- 
ments, laboriously acquired in the past, 
come to fruition, investment advisory 
services are more sought after, and em- 
ployee benefit plans build up their funds. 
Recognition by the public, encouraged 
jointly by lawyers, insurance underwriters 
and accountants as well as trust offi- 
cials, of the absolute necessity of intel- 
ligent estate planning and expert invest- 
ment supervision in this ever more complex 
industrial and economic climate, assures 
the future of the professional fiduciary 
and his allies. Realistic fees and proper 
allocations of expenses or credits for 
work performed for the bank as a whole 
must be the objective of trust department 
heads if a reasonable portion of gross is 
to be carried into net income. The first 
part of the battle has been won; the sec- 
ond requires business-like dealing be- 
tween trust executive and president. 
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LIFE INSURANCE COMPANY EFFORTS TO SE- 
CURE trust powers in connection with pen- 
Sion funds appear to have stalled in New 
York, at least for this year. Six weeks 
after the public hearing held late in Jan- 
uary by the Joint Legislative Committee on 
Insurance (see TkE, Fed., p. 136), Chair- 
man William F. Condon indicated that no 
further testimony had been submitted by 
the proponents and that the necessity of 
additional study precluded any possibility 
of consideration by the legislature before 
1960, if then. 


A BILL TO PREVENT BANKS FROM ACTING AS 
EXECUTORS without representation by a men- 
ber of the local Bar has been introduced 
in the Maryland legislature. Sponsor cf 
the measure, Thomas H. Lowe, asserted trat 
banks “have usurped the power of attor- 
neys" in the estate field but conceded 
that he knew of no breach of ethics by any 
banks...In Qhio the campaign against cor- 
porate fiduciaries is taking another ap- 
proach. A bill would declare that tke 
statutory authorizations and powers of 
trust companies are not to be construed as 
giving them any direct interest in estates 
or trusts, or authorizing corporate fidcu- 
ciaries to perform services which, if prr- 
formed by others, would constitute the 
practice of law. 


CANADA HAS ITS FIRST $2 BILLION TRUST 
COMPANY with the Royal Trust Company, heec- 
quartered in Montreal with fourteen branch 
offices and four agencies, posting 1°58 
year-end total assets of $2,166,159,471. 
Of this amount, $2,021,500,000 was repre- 
sented by estates, trusts and fiduciary 
agency accounts — exclusive of bond trus- 
teeships. The latter figure is an increese 
of over $350 million for the year. As 
president J. Allyn Taylor of Caneda Trust 
Co. said in citing his own company's large 
trust increase: "These figures I mention 
as a source of particular pride because 
there is no truer barometer of public con- 
fidence than volume of business entrusted 
to a trust department. Another Canadian 
trust company, Montreal Trust, also ras 
more than a billion of fiduciary assets 
under administration. 





Editor’s Note: Publication of the report of the Airline In- 
dustry, based on editorial research and particularly on 
information developed at the 17th Investment Seminar 
with officials of American Airlines, Inc. and trust invest- 
ment guests at the end of January, has been deferred until 
the April issue, due to pressure of space occasioned by ex- 
tensive reporting of the Mid-Winter Trust Conference in this 
number. 
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TRUST FUNDS HAVE "GONE DEMOCRATIC" in « 
big way, but the public generally knows 
nothing of the fact and may seem to care 
as little. However, the impression that 
Trust Funds are for millionaires only, or 
at best for the "rich", is a dangerous 
delusion. In the first instance it auto- 
matically prevents a great many people 
from taking any interest in learning about 
trusts or trust departments, for if they 
think banks are too big to be interested 
in their "little" accounts of anywhere 
from $10,000 to $90,000, why should they 
be interested in any other advantage of 
professional trusteeship?.....In the sec- 
ond place, the continuing trend of social- 
istic attitude — and action — is unfriend- 
ly ground in which to grow goodwill to- 
ward any institution considered a rich- 
man's servant. Banks have done a great 
deal to break down this impression through 
personal loans, but trust departments have 
been too Silent. Very few bank annual re- 
ports, for example, mentioned the number 
of trust department accounts or, more im- 
portant, only two gave the number of bene- 
ficiaries they Serve. The nearest approach 
is the reference by some of the number of 
participants in their common trust funds. 
This alone is a substantial figure and for 
the record we note that at latest report 
dates the 253 banks report a total of 
109,686 participants in the 322 different 
funds now operating in 42 states, Hawaii 
and District of Columbia. 


WHITE COLLAR UNION DRIVE SEEMS IMMINENT 
as composition of labor force changes from 
predominantly industrial to clerical and 
other white-collar employment, with auto- 
mation speeding the change in factorics 


' as it has done so markedly in minins, 


the number of workers declined 27% in the 
past ten years. While construction workers 
increased over 20%, factory employment re- 
mained nearly stationary, but the number 
in service industries (excepting rail- 
roads) has expanded more than three mil- 
lion, the largest increase being in finan- 
cial fields. This suggests a key point of 
renewed effort by organizers bent on in- 
creaSing dues-paying membership. It also 
Suggests that financial management has an 
immediate job to do of informing their 
staffs on the economics of their business 
and improving two-way lines of communicé- 
tion and discussion. Employee relations 
Should rate a high priority. Success of 
Teamsters Union in organizing Sears-Roebuck 
would soon bring the drive to bank doors. 
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Financial services for 


INDIVIDUALS ACTING AS FIDUCIARIES 


When a Fiduciary appoints Bankers Trust 
as Agent, the worry and details of security 
and real estate management and the exact- 
ing demands of record keeping are elimi- 
nated. 


Individuals acting as Executor, Adminis- 
trator, Trustee or Guardian—and their Coun- 
selors, Accountanis or Advisors—benefit by 
all these unusually experienced services 
which are available in whole or part, as may 
be most helpful. 


e Investment Advisory Service 
@ Safekeeping of Securities 


BANKERS TRUST COMPANY 
16 Wall Street, New York 15, N.Y. REctor 2-8900 


Member Federal Deposit Insurance Corporation 


e Collections of Dividends and Interest 

e Handling of Security Sales and Purchases 

e Stock Transfers 

e Maintenance of Complete Estate, Trust and 
Income Tax Records 

e@ Real Estate Management and Mortgage 
Servicing 

e@ Depositary under Court Order 


You are invited to write or telephone our 
Trust Department for full information, with- 
out obligation. Please ask for our printed 
outline of the services we render as agent for 
individual executors. 
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CUARDIANS 


of the Nation’s Property and Economic Freedom 


HE 40TH Mip-WinTeR TrusT CONFERENCE OF THE 

A.B.A. Trust Division in New York, February 9-11, 
turned in a top-rate performance, in planning, content of 
most of the speeches, pertinence of the panel discussions and 
attendance, which posted a record registration of 2,315. 
From the Division president’s opening address through the 
practical commentaries of Professor Casner and Reese 
Harris, the proceedings drew full attention as well as attend- 
ance. 

Dr. Nadler’s perennial observations on the economic horo- 
scope, in which he warned that softness of national character, 
like that of currency, could trap us in a not-so-creeping 
inflation, again drew a house packed to the third tier of 
the Waldorf ballroom. A.B.A. president Lee Miller (him- 


self a former trust officer and department head of Citizens 


Fidelity Bank & Trust of Louisville), Thomas Beacom of 
Chicago’s First National and Carlysle Bethel of North Caro- 
lina’s Wachovia Bank & Trust most effectively developed 
other key phases of the basic economic picture that are of 
far greater consequence than the operating and legal details 
or investment analyses on which, of course, these depend. 
Investment discussions generated even wider interest than 
usual, but discussions of employee benefit plans and espe- 
cially of the Keogh bill for the self-employed also in the 
best timing, as was the talk by William Sadler on personnel 
evaluation, and speeches on trust fees, common trust funds, 
including the new state-wide funds in New York and Con- 
necticut. Operating problems—and solutions—presented by 
speakers and panelists, combined to make a well-rounded 
program, the reports of which appear in the following pages. 





New Trust Directory PUBLISHED 

There are presently 1,858 trust companies and banks with 
active trust departments in the United States administering 
individual fiduciary assets ranging from less than a million 
to several billions of dollars each, as shown in the revised 
Directory of Trust Institutions just issued by the publishers 
of Trusts AND Estates. Included also is a listing of the 40 
Canadian trust companies and their branches. Names and 
affiliations of nominees of the larger trust institutions are 
also shown, for the first time, as well as names of the officers 
in charge of trust activities and those in charge of the invest- 
ment of trust and estate funds. 

The Directory also includes 254 trust branches in the 
United States and 157 in Canada. 
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SOUTHERN CONFERENCE COMMITTEES NAMED 


John C. Schor, vice president and trust officer of the Bir- 
mingham Trust National Bank, has been named general 
chairman; Charles F. Zukoski, Jr., executive vice president 
and trust officer, The First National Bank of Birmingham, 
was chosen chairman of the Program Committee for the 
Southern Trust Conference, to be sponsored by the Trust 
Division of the American Bankers Association at the Dinkler- 
Tutwiler Hotel in Birmingham, May 14-15. 

Trustmen from Alabama, Arkansas, Florida, Georgia, 
Kentucky, Louisiana, Mississippi, North Carolina, South 
Carolina, Tennessee, Texas, and Virginia are expected [0 
attend. The trustmen of Birmingham will be hosts at the 
conference. 
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Champions of Inheritance 


A Call for Resistance to Further Tax Attacks on Estates and Trusts 


CARLYSLE A. BETHEL 


President, Trust Division, American Bankers Association 
Vice Chairman of Board and Senior Trust Officer, Wachovia Bank and Trust Co., Winston-Salem 


WELVE YEARS AGO ON THIS PLAT- 

form, Evans Woollen raised a lone 
voice to challenge the impact of the 
federal estate tax upon our citizens. He 
urged trustment everywhere to use their 
influence as champions of the institution 
of inheritance* It is timely that another 
voice be added to his plea, for two 
reasons: first, too many of us are wit- 
nessing without visible protest the de- 
struction which the capital bite of this 
tax makes of a family’s accumulations; 
and secondly, forces appear to be gather- 
ing which soon may aggressively seek 
further increases in rates and additional 
means of redistributing wealth. Unless 
an equally aggressive counterattack is 
waged, their efforts may well succeed. 


Revenue or Redistribution? 


Federal estate taxes collected during 
1955 amounted to $778 million or 1.1 
per cent of the total of $70 billion tax 
take of our government. We certainly 
don’t have to prove the proposition that 
this relatively inconsequential revenue 
could be eliminated without any material 
adverse effect on our government’s fiscal 
condition. There is, of course, the school 
of thought that this tax is necessary to 
redistribute the wealth of our country 
and that without it vast fortunes would 
threaten our standards of living and 
intimidate our people. Three observa- 
tions should put that pink-tinted spectre 
to rest. 


|. Today’s economic and social forces 
are raising standards of living and re- 
quiring fair conduct of business with 
such power that even if concentration of 
wealth did occur among a few individ- 
uals. their power as against all the other 
Wwealii: of this country would be relative- 
ly ne «ligible. 


2. Our high progressive income tax 


rates are a heavy enough burden on the 
task of accumulating property without 
supe: imposing heavy capital confiscation 
at dexth, 


_ 


*Sec T&E, Feb. 1947, p. 148. 
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3. Redistribution of wealth is vicious- 
ly destructive so far as those from whom 
the wealth is taken are concerned, with- 
out being in anywise constructive in the 
cause of redistribution. If $778 million 
were divided among 170 million Ameri- 
cans, there would be a distribution in 
each case of $4.57. 

If, as is the case, the $778 million is 
used by the government to pay current 
expenses, then to that extent it has dried 
up a source from which it previously re- 
ceived substantial revenue in the form 
of income taxes, and to that extent it has 
strangled the goose that lays the golden 


egg. 
Myth of Marital Deduction 


But what of the destruction wrought 
by death taxes? First, let me lay to rest 
the palliative called the marital deduc- 
tion. This in most instances is merely a 
method of postponement of the ultimate 
burden of the tax. If the surviving spouse 
has any property of consequence, the 
total death taxes on the combined wealth 
of the couple will usually be about the 
same, whether or not the marital deduc- 
tion is used. In some cases the use of the 
marital deduction will result in a greater 
overall total of death taxes on the couple 
than would have been the case if the 
marital deduction had not been used. 


How many realize that a tax rate of 
25 per cent is reached at the $60,000 
level of taxable estate after deducting 
the exemption? How many realize that 
the tax on a $500,000 taxable estate is 
$145,000? Now, I don’t expect anyone 
to burst out crying because a half-mil- 
lion-dollar family has only $355,000 to 
live on, when so many have no estate at 
all and still live rather comfortably in 
our land. But it is not reasonable to con- 
fiscate that much capital out of a family’s 
accumulations and create problems of 
liquidity merely because the head of the 
household has passed on—whether from 
natural cause at a ripe old age or nipped 
in his prime by fate just as he was hit- 
ting his economic stride — and also irre- 


spective of whether he died without a 
dependent, or left a widow and five chil- 
dren under 21. 

Congressional relief to the small busi- 
ness man, including postponement of the 
estate tax capital bite because of its 
hardship again is a palliative. The cure 
does not lie in such tidbits but in the 
return of this field of taxation to the 
states. The U. S. Chamber of Commerce 
almost single-handedly has been plugging 
for that change for a number of years, 
and it needs grass-roots assistance if 
that is to be accomplished. Several years 
ago, President Eisenhower at the Gov- 
ernor’s Conference in Williamsburg pro- 
posed a reversal of the trend toward 
centralized government. He suggested 
that some of the present functions of the 
Federal Government could more effec- 
tively be carried on by the states. Cer- 
tainly, in such a case some federal tax 
sources must of necessity be relinquished 
to the states. At the head of this list 
should be death taxes. 


Threatening Clouds 


Let me next invite ‘attention to a cloud 
that is now only a tiny speck on the 
horizon: efforts to have the Federal 
Government bear down heavier on its 
death tax. The following quotation is 
from a recent report of the Committee 
for Economic Development: 


C.E.D. has repeatedly called atten- 
tion to the need of a thorough reex- 
amination of the estate and gift taxes. 
Among other things, the Advisory Tax 
Commission might also consider 
whether it would be desirable to place 
less emphasis on taxation of current 
income and more emphasis upon taxes 
collected at death. 

Several years ago, Senator Paul Doug- 
las and Representative Wilbur D. Mills 
(the latter now chairman of the power- 
ful Ways and Means Committee) con- 
ducted a study on “Tax Policy in Rela- 
tion to Economic Growth and Stability.” 
None of the four statements made by 
individuals on the subject of death taxes 
favored any lightening of the load by the 
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Federal Government. None of them dealt 
with the impact of the death tax on the 
estate itself or the consequences of the 
tax to the family. I quote a few of their 
statements: 

Louis Eisenstein, Washington, D. C., 
attorney: 


A Treasury survey (shows) that 
decedents who leave net estates ex- 
ceeding $44-million place about 45 per 
cent of their total transferred proper- 
ty in trust ... To make matters worse, 
about 30 per cent of the total trans- 
ferred property is settled for two 
generations or more, and so the estate 
tax is skipped twice or more. . 
I do not detect any persuasive reason 
why this condition should be allowed 
to continue. Nor do I understand why 
the creation of long term trusts should 
be particularly encouraged. From the 
standpoint of the economy, cogent 
arguments can be made that outright 
transfers should be taxed more leni- 
ently than transfers in trust... 

If all loopholes were closed, the 
rate structure would still be seriously 
defective. A policy of leveling is 
rooted in the tacit premise that if an 
estate exceeds a certain amount, the 
excess should be taken away. It logi- 
cally follows that as the excess be- 
comes larger, the progression should 
become sharper. The rate structure of 
the (present) estate tax is wholly at 
odds with a policy of leveling. As the 
size of an estate increases, the rate of 


progression decreases. The rates do 
precisely what they should not do. 


C. Lowell Harriss, Columbia Univer.: 


The conservative and restricted na- 
ture of trusts removes wealth from 
markets where it might be available 
for more venturesome and risky in- 
vestments ... Yet it is the large con- 
centration of wealth that can finance 
the scrutiny of new ventures and af- 
ford to take the extreme risks that 
are involved in true economic pioneer- 
ing... Compared with other sources 
of revenue, death and gift taxes still 
seem to me relatively better than the 
place they now occupy in the tax 
structure as measured by their rev- 
enue yield. In other words, greater 
relative use of death and gift taxes 
would permit lighter use of taxes 
which in my judgment have greater 
defects. 


Borris I. Bittker, Yale University: 


In the light of the function of the 
estate and gift taxes, these estimates 
(figures given by him on revenue 
yields similar to those I have men- 
tioned) suggest that a rate increase 
would be warranted ... I think that 
(a gift tax) exclusion of $500 would 
be quite adequate . . . I recommend 
a return to the premium-paid test for 
taxing life insurance ... I recom- 
mend a complete overhaul of the pow- 
ers of appointment provisions, to the 
end that significant powers held by a 
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person related to the potential takes 
of the property will be subject, as a 
general rule, to estate and gift tax, 


But perhaps more significant than any 
other statement is one made last fall jy 
chairman Mills of the Ways and Means 
Committee: 


At the present time, the provisions 
of the 1954 code which pertain to 
estate and gift taxes produce only 
very modest revenues and, therefore, 
do not well perform the basic func- 
tion of any tax. Moreover, the struc- 
ture of these taxes is such as to in- 
vite avoidance. Even more so than in 
the case of income taxes, progession 
in the estate and gift taxes is ficti- 
tious. Then, too, there are other ele- 
ments of these taxes which contribute 
toward the merger of small family 
businesses into the large public com- 
panies. Rather than being revised, our 
estate and gift taxes should, perhaps, 
be completely reexamined from the 
point of view of their policy and pur- 
pose in a modern revenue system. 


Organizing Defense 


The Chinese word for crisis is formed 
by the combination of two characters, 
one meaning danger and other meaning 
opportunity. Here, then, we have danger 
(perhaps more than we now know), but 
we also have opportunity. 


It should be noted that while a num- 
ber of voices are being raised against the 
institution of inheritance and what they 
call the taxfree privilege of trusts, mili- 
tant champions of the right to accumu- 
late and preserve property appear to be 
few and far between. Who, if not we, will 
undertake the task? It is not one that 
can be accomplished by a few men in a 
concentrated length of time. It also can- 
not be accomplished solely by organiza- 
tions such as the Chamber of Commerce 
or the American Bankers Association 
acting through their official representa- 
tives, although such organizations do a 
tremendous amount of work in this field. 
It will require the steady and relentless 
efforts of thousands of trustmen all over 
our country and the people with whom 
they deal. 


Trustmen are respected citizens of 
their various communities and are |ook- 
ed up to for their views. They have 
countless opportunities to state their case 
— and they have an excellent one — in 
talks they are called on to make before 
all types of citizens and in dealing with 


their prospects and customers. Their con- 


gressman or senator would welcome thei! 
views, in writing or orally or both. 


Trustmen are not indifferent. ‘heyf 


can be vocal and militant, and they ca 
truly turn out to be champions 0° 10 
heritance. 
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BS WANAGERIAL BASES For TRUST PROFITABILITY 


And the Threat of Economic War 


LEE P. MILLER 


President, American Bankers Association 


President, Citizens Fidelity Bank & Trust Co., Louisville 


HE TRUST DEPARTMENT WAS MY 

first love in banking, since I devoted 
many years of my career to it in my own 
institution. As our trust department has 
always been a profitable one, I have no 
hesitancy about speaking on the attitude 
that bank management should take 
toward its trust department in order 
that it may be efficient, effective, and 
profitable. 

A: trust department can and should 
be profitable. Trust profits are important 
to the bank’s stockholders, directors, em- 
ployees, and customers. . . . They are 
proof of successful management and a 
gauge of employees contribution in ren- 
dering service which greatly affect their 
morale, pride in the institution, oppor- 
tunity for advancement and compensa- 
tion. To trust customers, profits have a 
meaning in terms of quality of service. 

Bank management may be justified 
in subsidizing a trust department in- 
itially, but continued subsidization in- 
evitably weakens the department and 
causes it to be subordinate to the bank- 
ing department. This, in turn, makes for 
inequality of recognition, advancement, 
and compensation between bank and 
trust personnel. The incentive and mor- 
ale of trust personnel are destroyed; and 
inferior trust services, dissatisfied trust 
customers, and further decrease in 
profits may be the results. 


Key Part of the Team 


The profitability of the trust depart- 
ment is largely determined by five major 
factors: (1) the need for trust services 
in the community, (2) the attitude of 
management toward the department, (3) 
the quality of the service rendered, (4) 
the cost of rendering the service and (5) 
the charges for rendering the service. 
Management must recognize that differ- 
ences in the nature of banking and trust 
functions affect their relative profitabil- 
ity; and they must appreciate the value 
of the trust department as part of a 
complete financial service for the institu- 
tion’s customers. 

Need for trust services will continue 
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to increase as our country grows. The 
extent to which individuals or trust in- 
stitutions will be called on to meet this 
increasing need will depend upon the 
quality of service offered. A trust depart- 
ment, with only services to sell at a 
price restricted by law, can hardly be 
expected to produce profits equal to 
those produced by the banking depart- 
ment in much more flexible lending and 
investing operations. This should, how- 
ever, in no way be taken to excuse the 
trust department from operating profit- 
ably. 

The acquisition, opening, servicing, 
and closing of deposit and loan accounts 
are less time-consuming and, therefore, 
less costly than the complex actions and 
procedures required in trust accounts. 


Components of Efficiency 


The liability or business risk assumed 
by the banking department can be more 
readily appraised than that assumed by 
the trust department. The banking de- 
partment can set up dollar reserves but 
the trust department’s only protection 
is to build evidence of its faithful per- 
formance through a vast amount of time- 
consuming and costly records, account- 
ings, etc. The more important contribu- 
tions that the trust department makes to 
the overall institution-may be enumer- 
ated as: 


1. It is often one of the largest 
and most valuable depositors, furnish- 
ing funds on which the banking de- 
partment can increase its own earn- 
ings. 

2. It attracts customers who find 
services of the banking department 
also useful. 

3. As a component of complete fi- 
nancial service it assists the banking 
department in retaining its custo- 
mers. 

4. If properly organized and man- 
aged the trust department may gener- 
ate earnings that are more stable over 
periods of good and bad times than 
are bank earnings. 


Iv’'s Up to Top Management 


If management expects the trust de- 
partment to operate successfully, the 


trust department should have an annual 
cost analysis to determine whether its 
costs of operation are too high or 
charges too low. Legislative enactments 
providing for adequate fees for fiduci- 
aries should be sought if existing statu- 
tory fees are inadequate. The depart- 
ment should decline new trust business 
for inadequate compensation and decline 
to contract on the current fee basis for 
trust services to be rendered in the 
future, when such compensation is likely 
later to prove inadequate. It should seek 
to renegotiate if the compensation is in- 
adequate on the basis of current costs. 
The department should employ ener- 
getic and capable personnel at all levels 
and at salaries comparable to those paid 
by business and industry. Trust person- 
nel should be provided with well defined 
authority and duties, good training and 
supervision, satisfactory working condi- 
tions and adequate supplies and efficient 
equipment. Quality performance should 
be expected and rewarded with advance- 
ment and increased compensation. 
More and more trustmen, as partners 
of those in banking departments, are 
making a real contribution to their com- 
munities in conserving the wealth that 
is symbolic of our great American way 


of life. 
Weak Dollars — Weak Nation 


Yet, if we are to make this vision of 
the future a reality, we must take a hard 
look at the problem of persistent infla- 
tionary pressures. The trust function 
could not exist without the fundamental 
right of private property—the essence 
of capitalism and the profit system. It is 
a matter of great significance to trust! 
people, therefore, that this system is 
today being subjected to its most severe 
test. The peace of the world has been 
under constant political and military 
threat, but if man has been fortunate 
enough to escape global military destruc- 
tion, the spectre of intensive econom'c 
warfare looms larger and larger. 

The American people may be con- 
scious of the importance of a defense 
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establishment to guard against the forces 
of Communist aggression, but I believe 
that there is too little understanding that 
harder battles of economic warfare lie 
ahead. The system that survives will be 
the one that contributes the most to the 
people—in spiritual, as well as material, 
terms. 

That is why I regard the stability of 
the dollar and the battle against inflation 
so important. The stakes of our very 
survival are being wagered upon the 
ability of our economy to expand and 
to become stronger. World history time 
and time again has repeated the lesson 
that weak currency or monetary infla- 
tion saps a nation’s economic strength 
and retards its growth. The Russians 
know this and are poised to take ad- 
vantage of every opportunity to extend 
their own range of power wherever infla- 
tion weakens a nation’s economic vitality 
and moral fibers. 

If the American people understand the 
facts and recognize the stakes involved, 
I am confident they will take the right 
course. There is an increasing apprecia- 
tion—both in governmental and private 
sectors—of the need for making the facts 
known, and I hope that the banking 
fraternity will do its part in girding the 
American economy for the battle of 
economic warfare that looms ahead. 


The Donkey Ears of Midas or 
Reflections on Public 
Relations* 


WILLIAM H. EDWARDS 
Edwards & Angell, Providence 


The greatest gift of English jurispru- 
dence is the concept of the trust and the 
partnership of trustmen and lawyers 
in working for the benefit of the client 
should continue and develop. In this 
cooperative endeavor, neither lawyers 
nor bankers are immortal, but on the 
other hand corporations still cannot 
meet the old test of personality—Can 
it ride a white horse? Can it marry the 
king’s daughter?” The legal profession 
was in existence long before there were 
trust officers, and could outlast them, 
so—Be nice to us.” 

According to tradition, Midas—who 
is chiefly known because at one time 
everything he touched turned to gold— 
was called upon to judge a musical 
contest between Pan and Apollo. The 
selection of Pan as the winner angered 
Apollo, since the true value of his per- 
formance was not recognized. He re- 
warded Midas for his spurious judgment 
by giving him ass’s ears. 

The judgments of the business, bank- 





Summary of remarks at the Mid-Winter Trust 
Conference, Feb. 9, 1959. 








ing and legal world today are frequently 
not intelligent in that they place too 
much emphasis on “what people will 
think” instead of upon doing a depend- 
able job. This leads to the publication 
of too many trite and “obvious” pamph- 
lets and to the mistaken idea that only 
public relations people need to be “nice.” 

Our emphasis in education, business 
and profession should be on solid work, 
not on appearances. Too great a pre- 
occupation with public relations leads to 
insincerity, to an exaggerated self-con- 
sciousness and concern over the effect 
one will have on other people. 

Public relations is an important field 
when rightly approached, and is essential 
for informing people concerning the 
services offered in the trust field. Many 
public relations men and women are 
doing a highly commendable job. The 
main thing is not to misunderstand its 
purpose and allow it to replace sound 
decisions and effective work. 

Instead of wearing Midas’s donkey 
ears of spurious judgment, we might 
rather think in terms of another ancient 
myth—the:story of Castor and Pollux. 
These twins were so alike in spirit, 
thought and action that none could tell 
them apart. Here is a goal that lawyers 
and trustmen can strive for—“You be 
Castor and we'll be Pollux.” 
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LAWYERS — SUPPLY AND DEMAND 


Importance of Adequate Legal Talent to Trust Institutions* 


President, 


ECAUSE OF THE LARGE NUMBER OF 
B trust personnel who are members of 
the legal profession, the supply and de- 
mand of lawyers in the United States 
affects your organization to a greater 
extent than any other. As society be- 
comes more complex, the demand for 
lawyers increases proportionately. We 
are seeing in the United States today 
a high point in the complexity of so- 
ciety and it follows that lawyers’ ser- 
vices should be in a greater demand than 
ever before. 

There is much evidence that this, in 
fact, has occurred. There is one lawyer 
in private practice in the United States 
for each 1,000 population as compared 
to one for each 12,500 persons in 
Russia. When we consider the services 
being rendered by lawyers in fields 
which were nonexistent in 1920 and 
1930, we can only conclude that the de- 
mand for lawyers’ services must have 
increased tremendously. Labor law, ad- 
ministrative law, tax law, the volume of 
litigation resulting from automobiles 
which has increased in proportion to 
the number of automobiles, are all in- 
dicative of this situation. 


On the Supply Side 


Approximately two years ago, Dean 
Albert J. Harno in his final letter to the 
alumni of the Law School of the Uni- 
versity of Illinois said: “. . . there is 
today a serious shortage of lawyers, and 
in my judgment that shortage will be- 


*In his opening remarks, Mr. Malone 
decried the necessity of legal action to 
resolve the difficulties between Hartford 
banks and the Connecticut Bar Associa- 
tion (see T&E, Sept. ’58, p. 856) and 
called for strengthening the National 
Conference Group formed by the two 
ABA’s to avoid future instances of this 
type. 

Mr. Malone praised the efforts of the 
Trust Division and its member banks in 
the celebration of Law Day U.S.A. last 
year, declaring that no organization or 
group in the country outside of the legal 
profession participated more fully than 
did the banks and trust companies. He 
urged an even more significant effort in 
the second Law Day proclaimed for 
May 1, 1959. 
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come definitely more acute before there 
will be any improvement in the situa- 
tion.” Dean Harno pointed out, for 
instance, that there were more students 
enrolled in American law schools in each 
of the years from 1926 to 1930 than in 
any of the years from 1952 to 1955, and 
that more applicants were admitted to 
the Bar in each of the years 1927, 1928, 
and 1929 than were admitted in either 
1954 or 1955. Viewed in the light of the 
fact that the population of the United 
States in 1930 was 123-million and in 
1955 it was 163-million, an increase of 
almost 14, these figures assume added 
significance. 

Admissions to the Bar in the United 
States in 1930 were at the rate of 81 per 
million of population each year. The 
year 1958 shows admissions at the. rate 
of only 57 per million persons, a reduc- 
tion of 30 per cent. There is no criterion 
by which we can determine with cer- 
tainty what the ideal number of lawyers 
per thousand of population is required 
to meet the demand of the people of the 
United States for legal services. We can 
say, however, that if it be conceded that 
the profession was overcrowded in 1930, 
even up to an excess of 3314 per cent. 
overcrowding no longer exists, at least 
so far as newly admitted lawyers are 
concerned. If the excess was less than 
the suggested 1/3, then there is reason to 
conclude that, in fact, a shortage exists 
today in newly admitted lawyers—one 
which can be expected to continue so 
long as law school enrolments are at 
their present level. 


Meeting the Competition 


The existence of such a shortage does 
not, however, threaten immediate dam- 
age to the public which need be of 
serious concern. There is, however, a 
related problem which is of concern to 
the legal profession—the fact that the 
profession is competing today for the 
intellectual ability of the younger genera- 
tion to an extent that has never before 
existed. A 1956 survey of the high school 
students of the United States in the top 
5 per cent of their classes in terms of 


academic standing disclosed that 27.4 
per cent intended to pursue engineering 
or the sciences as a career; 9.4 per cent 
intended to practice medicine; and only 
2.2 per cent wished to enter the legal 
profession. These figures were confirmed 
by a poll of high school graduates who 
won national merit scholarships to col- 
lege. And this situation existed prior to 
the impact of the “Sputnik Era.” 

Accordingly, the American Bar As- 
sociation in cooperation with state and 
local associations has launched a pro- 
gram designed to provide adequate 
counseling for undergraduate students 
and others who may be interested in law 
as a career and to stimulate such interest 
in qualified young people. We are de- 
termined that the standards of the pro- 
fession shall not be lowered. The legal 
profession cannot exist on mediocrity. 

I invite you to join with the Ameri- 
can Bar Association in emphasizing the 
opportunities offered by the law as a 
profession to young men and women of 
character and ability and in making 
available financial support for law 
scholarships and loan student loan funds 
which will make it possible for the legal 
profession to hold its own in the current 
competition for ability. That it do so is 
vitally important to the public which it 
serves and to no segment of the public 
more so than to the business activities 
represented by you. 


A A A 


BanKErRS HAvE WILLS 


In the matter of making wills, bankers 
seem to practice what they preach. An 
informal survey by the Trust Division 
of the American Bankers Association 
shows that of the 563 bankers and trust- 
men who responded to the question “!o 
you have a will?” 535 answered yes. 
This affirmative percentage of 95 com- 
pares most favorably with the results 
obtained when Columbia University 
four years ago polled some 45,000 pro- 
fessional men and women among its 
alumni and found that nearly half of 
them had no wills. 
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Even before the congratulations 
end, he is likely to realize that he 
has a whole new set of duties 

and obligations. 


‘To give them his best, he must first 
divest himself of some of his old 
responsibilities. His initial step may 
well be to place his securities in 

an Investment Management 
Account with the United States 
Trust Company. 


Rl el me Oe let ele UCU DLUCO UCSC 


Unrrep States [Rust Company 


or New York 
87 Broad Street, New York 4, New York 










































































































































Modus Operandi et Vivendi for 





THE ESTATE PLANNING TEAM 


REESE H. HARRIS, Jr. 





Executive Vice President, The Hanover Bank, New York 


N A GREAT MANY PLACES IN THIS 
| country we see the people who are in- 
volved in estate planning also involved 
in mutual suspicion, recrimination, and 
even in law suits. The result is that the 
interests of all are adversely affected, 
and I think the public, whom all are 
trying to serve, is injured the most. This 
situation deserves some public examina- 
tion, to bring to light its causes and to 
suggest some solutions. 

One of the symptoms, and perhaps 
causes, of this situation is a problem in 
semantics. The original use of the word 
“Team” in the expression “Estate Plan- 
ning Team” was probably an effort to 
gloss over some fundamental conflicts 
between different groups of men or to 
give them the feeling that because they 
were all interested in the same goal, they 
should consider themselves a team. Well, 
they aren’t a team, and no amount of 
calling them one will change things. All 
it will do is to irritate some of the un- 
willing members into being less coopera- 
tive. | will apologize here for having 
to use the term. 

Estate planning itself is one of those 
expressions we have to use because we 
can’t think of any better ones. As one 
speaker put it recently, “The term fright- 
ens most people. They immediately think 
of millionaires, courts, and lawyers.” 
One aspect of its poor repute is, I think, 
its history and current usage as a sales 
gimmick. Originally, the life insurance 
people developed it with great effective- 
ness for selling insurance. More recently, 
we trustmen have used it, equally effec- 
tively, to develop new trust business. 
But words can get overworked and shop- 
Worn, and “estate planing” is an expres- 
sion which needs replacement. 

The most fundamental cause of the sit- 
uation we face is competition between 
four different groups of people, all of 
Whom are trying to be estate planners, 
with different skills, different motiva- 
tions and different professional inhibi- 
Hons. Why shouldn’t there be trouble? 

Complicating this competition is the 
Claim of the lawyers to have the right 
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practically to monopolize the field of es- 
tate planning. Despite the fact that I was 
once a practicing attorney, when I get 
to considering the Bar and the problem 
of the unauthorized practice of law, I 
am reminded of Dick the Butcher’s 
speech in Shakespeare’s King Henry VI, 
where he says: “The first thing we do; 
let’s kill all the lawyers.” If this were an 
ideal world and all the people who need- 
ed estate planning would go to their law- 
yers without urging, frequently; would 
pay real fees for the service; and if all 
the lawyers were as capable estate plan- 
ners and draftsmen as they should be, 
then the monopoly claims of the Bar 
could be supported. But the plain facts 
are different. These practical problems 
are not likely to be solved for a long 
time, if ever. I don’t believe human na- 
ture will change, and clients will always 
need to be driven to the lawyers. The 
lawyers are likely to develop better 
skill in this area as time goes on, but I 
think there will never be the degree of 
professional skill we could wish. 

The more you examine the functions 
of the members of the estate planning 
team, the more you realize that the mem- 


bers are in two camps: on one side are 
the lawyers, and on the other is every- 
one else who might take part in the 
process of estate planning. This is be- 
cause the lawyer's function in estate 
planning covers so much of the field, 
and as to parts of it so unique that he 
cannot be left out. You can leave the 
others out without preventing an estate 
plan being developed and executed. 

If the lawyer is indispensable to the 
estate planning function, it does not fol- 
low that no one else has any rights in 
these premises at all. Purely from a func- 
tional point of view, not all aspects of 
estate planning are legal in nature. For 
example, many estate plans include a 
large element of investment planning. 
Some lawyers are good at investments 
too, but most people would do well to 
go to specialists in that field. 

When we consider the subject from 
the viewpoint of the nonlawyer members 
of the team, we begin with the premise 
that their professions and businesses are 
established, recognized specialties, fre- 
quently based on public examinations 
and licensing. Their right to peaceful co- 
existence with the Bar cannot be ques- 
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tioned. If some estate planning is inher- 
ent in their occupation, then it must be 
permitted them. 


Minimum Planning Functions 


I would like to review now the three 
other occupations and develop what 
might be called their minimum estate 
planning functions; i.e., those functions 
necessarily inseparable from their busi- 
ness and therefore permissible. 

The Accountant. While most accoun- 
tants have some work for individuals, 
doing their books and income and other 
taxes, and therefore find themselves in 
a position to consider estate planning 
problems, the volume of that sort of 
work is not great. Where the accountants 
get into estate planning in a frequent 
and important way is through their work 
with privately owned smaller businesses. 
Tax laws are such that no one can ade- 
quately consider such a businesses’ ac- 
counting problems separately from its 
owners’ personal problems, and both are 
inextricably concerned with taxes and 
personal estate plans. Dividend policy 
and cash accumulations; capitalization; 
agreements for the buying and selling of 
interests in the business; insurance on 
individual officers and/or owners; wills; 
the use of trusts and estates — all these 
are a part of the skilled accountant’s 
usual knowledge. 

Not only does he know these things, 
but it is up to him to discuss them with 
his clients. While he should insist that 
their lawyers be consulted as early as 
possible, no one can properly claim that 
he is not acting properly as an accoun- 
tant in expressing his views here. I call 


these matters his minimum function as 
an accountant. I might add that some 
accountants seem to have a tendency to 
exaggerate the importance of the busi- 
ness side of a man’s affairs and to over- 
look the existence of other aspects. But 
that is for the lawyer to counteract. 

The Insurance Agent. Historically, I 
suspect the insurance man was the ear- 
liest lay member of the group. An insur- 
ance man basically wants to sell life in- 
surance; estate planning is but an aid to 
that end. An insurance man who simply 
sells units of insurance without discuss- 
ing his client’s overall requirements and 
the arrangement of his assets and family 
plans is just not doing his insurance job 
properly. Even the oldtimers would agree 
that the decisions upon settlement op- 
tions cannot sensibly be made without 
using estate planning techniques. At the 
least an insurance man must discuss his 
client’s overall planning and relate the 
insurance which his client has, or is to 
buy, to that planning. If his client has 
no plan, he must strongly urge him to 
have one, giving sound reasons, and be 
able to advise him exactly how to go 
about acquiring a plan. He should be 
able to suggest the advantages of such 
planning. This seéms to me to be the 
minimum requirement for today’s insur- 
ance man in estate planning. 

The Trust Officer. Estate planning is 
not only a device for developing new 
trust business, but it is almost a descrip- 
tion of a trust department’s stock-in- 
trade. It is my firm conviction that all 
trustmen, not just estate planning spe- 
cialists, have some minimum functions 
in this field. In this age of specializa- 
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tion, it is all too easy to disclaim ail: 


knowledge of any but a narrow field in 
an effort to avoid the hazards of claim- 
ing to know too much. If we expect our 
uninformed customers to understand e:- 
tate planning and the services of a trust 
department, they can expect all of the 
officers of the trust department, and per- 
haps even commercial officers of the 
bank, to be able to explain the rudimen- 
tary aspects of the subject. A trustman 
who cannot discuss intelligently the ele- 
ments of this subject really cannot call 
himself a trustman, because the two are 
so closely connected. I would list some 
of the topics with which any trust officer 
should be conversant as follows: 


1. He should recognize a good trust 
prospect. 

2. He should know the reasons for 
making a will (and the correla- 
tive disadvantage of intestacy). 

3. He should know the advantages of 
having a corporate executor and 
trustee, and the disadvantage of 
an individual fiduciary. 

4. He should know about taxation; 
at least to the extent of under- 
standing charitable deductions, 
gift tax exemptions and exclusions, 
the marital deduction, and some 
of the interrelationship of income, 
gift and inheritance taxes. 

5. The problems of legal incapacity 
— either from old age or minority 
— should be a part of his ordinary 
learning. 

6. He should understand the ad- 
vantage of a trust in saving estate 
taxes. 


All this is far from being a skilled Es- 
tate Planner. I hope that few here would 
disagree that any trust officer, however, 
should be able to handle himself reason- 
ably well in this field. 

The Lawyer. The lawyer is indispens- 
able, of course. But, one of the problems 
is what we might call the case of the Re- 
luctant Client, who says he wants a will. 
When the lawyer begins to ask some 
obviously necessary questions about the 
estate and family matters, he finds that 
this client doesn’t think the questions are 
relevant. He wants “a simple will.” And 
while we are at it, how about one for 
Mrs. Client, just the same? I know what 
the average lawyer does then. His client 
won’t pay for more than a simple will 
anyway, and will suspect the lawyer of 
just building work for himself, so the 
lawyer does the best he can for $25 and 
shrugs his shoulders about the whole 
thing. 

It is my conviction that the lawyer 
should refuse to work with those restric- 
tions, explaining that a poor will is worse 
than none, and that he won’t jeopardize 
his personal reputation with a poorly 
planned instrument any more than a 
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doctor will take out one’s appendix with- 
out satisfying himself that it is truly the 
right thing to do. A lawyer’s minimum 
function in the estate planning field is 
to do a reasonably good job of estate 
planning, which means at least knowing 
what property is involved and all of the 
client’s family relationships and expecta- 
tions. I hope the day will come when a 
lawyer can be disbarred for simply be- 
ing a scrivener for his client’s unan- 
alyzed desires. Perhaps some would say 
that unless a lawyer believes he is espe- 
cially skilled in estate planning, he ought 
to send his client to a specialist, or at 
least associate himself with one. 


Removing the Irritant 


What principles and attitudes on the 
part of the members of the Team will 
eliminate this friction among them? 

Dogmatic arrogance is perhaps the 
cause of much trouble. Even if no other 
profession were going to be involved in 
the act, it would still not be smart for 
any one of these professional groups to 
be too sure of themselves. As it is, too 
often the accountant and the lawyer lock 
horns on a point of tax law when neither 
has a right to be that sure of his opin- 
ion. Or, the insurance man has it as a 
part of the eternal verities that a will 
should include provision for guardian- 
ship of minor children, and the lawyer 
doesn’t believe that is true in this case. 
Or, our trustman can see no possible 
solution but the biggest, longest-lasting 
trust which the lawyer thinks isn’t neces- 
sary or even desirable. 


If each member of the Team would be 
a little less sure of his opinions, knowing 
that they were going to be tested by 
others, he would save face with his client 
and greatly improve the relationships 
among the Team members. This is par- 
ticularly true of the non-lawyer mem- 
bers, because they will inevitably have 
to submit to the view of the lawyer on 
most points; but the lawyer should like- 
Wise not act as if he were the font of all 
wisdom, for he, too, can be wrong. 

Poor communications is at the bot- 
tom of a lot of trouble on this Team. 
In a field involving matters of great con- 
fidentiality, it is to be expected that 
these people will be slow to communi- 
cate. But again, the non-lawyer members 
know they will have a lawyer, so they 
might as well tell him all and get ap- 
proval in advance for so doing. It would 
not hurt the accountant to freely give 
up all his ideas to the lawyer, even if 
they may not be adopted. The worst of- 
fender here is the client, himself. This 
can be overcome by asking him some 
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questions which will elicit the fact of the 
existence of the other member, or mem- 
bers, and permission for mutual consul- 
tation. 

One aspect of communication is some- 
times overlooked. The goodwill and re- 
putation of each member with his client 
will be tremendously enhanced if the 
professional questions of the various spe- 
cialists are mostly settled among them- 
selves, and not communicated to the 
client. Think how much better it is for 
a trustman to give his critique of a pro- 
posed will directly to the lawyer-drafts- 
man than to the client. Or, for accoun- 
tant and lawyer to hammer out agree- 
ment on a point of tax law than to get 
the client all mixed up in, and with, it. 

Another source of mutual criticism is 
overworked. There is a lot more honesty 
in the world than some people think, 
and too frequently the members of the 
Team do not give each other credit for 
being honestly motivated. Too often I 
have heard trustmen discount a lawyer’s 
advice on the ground that, of course, all 
he wants is an appointment as executor. 
Too many insurance men think that 
trustmen don’t recommend insurance, 
and vice versa, because of competitive 
reasons. If we would assume more often 
that the other member of the Team was 
at least properly motivated in his view- 
point, even if he is mistaken, we would 
be oftener right. And, in all cases, we 
would improve relationships in the es- 
tate planning group. 


Unauthorized Practice? 


Finally, how are we to deal with the 
claims of the lawyers that most estate 


planning is the unauthorized practice of 
law, and therefore, cannot be done by 
any but lawyers? Some would deny even 
my minimum functions to the laymen. 
If the lawyers were all qualified to do a 
good estate planning job, it might be 
unnecessary to worry about these claims. 
Then the accountants, life insurance 
men, and trustmen would only need per- 
mission to discuss enough estate plan- 
ning to persuade the public to go to the 
lawyer and everyone would be well 
served. This would be that ideal situa- 
tion mentioned earlier with the client's 
reluctance to consult the lawyers over- 
come by the non-lawyer members of the 
group. I submit, too, that the best inter- 
ests of the non-lawyers would be abetted 
if this were the situation. They usually 
don’t get paid for doing estate plans and 
they have plenty of other prospects to 
see, or other work to do. Moreover, if 
they make no plans for a client, the ex- 
pert lawyer has less to criticize. 


But, these just aren’t the facts of life, , 
as the lawyers, themselves, know. It may_, 
be seriously questioned whether merely 
prohibiting others from doing estate 
planning will divert a lot of new busi- 
ness to the bar. This question was raised 
and answered in a report of the Commit- 
tee of the American Bar Association on 
Estate and Tax Planning in 1958.* The 
Report first referred to the recent case 
of Chicago Bar Association v. Financic! 
Planning, Inc. in Illinois and to State 
Bar Association of Connecticut v. Con- 
necticut Bank and Trust Co. The Com- 
mittee pointed out that there is here a 


*See TRUSTS AND ESTATES, Oct. 1958, p. 922. 
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field of activity for the Bar which could 
be lucrative for it and where it believes 
laymen are now unlawfully engaged in 
the practice of law. But the Committee 
Chairman, Harrison F. Durand, of New 
York, then goes on to ask the question 
of his fellows at the bar: “Are we equal 
to the challenge?” and he says: 


“The fact that the non-professional 
estate and tax planner has been en- 
joined from the pursuit of his busi- 
ness does not mean that we lawyers 
will automatically enjoy a monopoly 
and that we will henceforth be able 
to muzzle our competitors by enjoin- 
ing them from the unauthorized prac- 
tice of law. If we are to enjoy the 
fruits of our monopoly, we must main- 
tain the understanding, experience, 
and knowledge to merit public recog- 
nition that lawyers are in fact best 
equipped to engage in estate and tax 
planning.” 


From my own experience at the bar 
and as a trustman, I believe that ade- 
quate estate planning and its necessary 
adjuncts, skilled draftsmanship of in- 
struments and practice of probate and 
tax law, are such difficult disciplines that 
only a dedicated specialist can handle 
all the problems that will arise, and be 
so competent that he needs no outside as- 
sistance at all. The average practitioner 
will perhaps do a competent job in the 
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relatively standard situations, but very 
few can do without some suggestions. It 
seems to me that the bar should welcome 
the skills and experience of the accoun- 
tant, life insurance man, and trustman, 
not only in bringing clients but in devel- 
oping at least a general estate plan for 
consideration. 


Not a Necessary Evil 


Why, then, the conflict and rancor 
between them? I think there are two 
main reasons. First, too many of the lay- 
men present their plans as “musts” with- 
out scope for any alternatives. They re- 
duce the lawyer to a very minor role in 
his client’s eyes. It is no wonder the Bar 
resents “Estate Planning” activity. Even 
where the layman’s plan is well devel- 
oped and the lawyer is known to be not 
particularly skilled in this field, ordinary 
courtesy and common sense both suggest 
that the layman avoid giving the impres- 
sion that the lawyer is only a necessary 
evil. The lawyer is not just a scrivener 
or draftsman with the relation to the 
non-lawyer member of the Team like that 
of a builder to the architect; he is an 
architect also, and can expect to be con- 
sulted as such. Where the lawyer is treat- 
ed this way, and his professional pride 
is preserved, he often asks the laymen 
for their help in preparing the plan. 

The other reason the conflict develops, 
even more unnecessarily, is that the lay- 
men tend to do a lot more work for each 
prospect (or client)- than they really 
need to do. If the lawyer selected is 
qualified to do a real plan for the client, 
why should the trustman, or insurance 
man, or accountant, go out of his way 
to do it too? They are all busy men. The 
layman should have no desire to spend 
unnecessary time doing the lawyer’s job 
(and risking his resentment) if the law- 
yer is ready, willing, and able. 

So, it seems to me, the three kinds of 
laymen should be ready to say to the 
Bar: “To the extent that you are individ- 
ually prepared for this work, we will 
back as far away from it as we can with- 
out violating our duties as professional 
accountants or without doing injury to 
the insurance and trust business we have 
a right to develop.” In most cases, this 
would mean simply describing in gen- 
eral terms to their prospects the possible 
solutions to their problems. which their 
attorney may recommend, and commend- 
ing their customers to the attorney’s ex- 
pert professional advice. If the individ- 
ual lawyer is not so prepared, then the 
laymen will continue to do more detailed 
work, but with more attention to polite 
collaboration with the lawyer and less 
dogmatic assurance. 


Practical Implementation 


How should these principles actually 
work out in practice between the laymen 
and the lawyers? I think the lawyers 
would be greatly appeased if in a given 
community they believed that the trust- 
men and insurance men, particularly, 
were not going to work out detailed es- 
tate plans where the lawyer could do a 
fairly good job on that himself. The ma- 
jority of lawyers who are not experi- 
enced in that work will appreciate know- 
ing that the trust and insurance men 
will help them with plans for their clients 
in such ways that their lack of experi- 
ence is not revealed. (One of the worst 
things these laymen do is to go with the 
prospect to the lawyer’s office and start 
right out by saying something like this: 
“Mr. Jones here wants a Section 260 j 
trust as modified by the recent XYZ case 
— I’m sure you've read it?” The lawyer 
may be fairly skilled in the field and yet 
not have the faintest idea what this is all 
about. The resulting embarrassment to 
somebody is not good.) 


I believe that the laymen in the estate 
planning business must learn and re- 
member that they are operating in a 
field which the lawyers properly regard 
as largely their monopoly, and in which 
the lawyers are indispensable. I believe 
that the lawyers must be aware of their 
own deficiencies and accept the help of 
the laymen not only in overcoming the 
clients’ reluctance to attend to their af- 
fairs, but also in concrete suggestions 
for planning. All of these people can get 
along very nicely on this basis if they 
will employ common sense and a pru- 
dent diplomacy. 


What I recommend to laymen is that 
they make it clear that for those lawyers 
who do estate plans they will bring 
clients who have only the most general 
ideas of what a suitable plan looks like, 
and for those who do not they will co- 
operate — behind the scenes — in work- 
ing out a good plan. For the laymen, 
this means giving up a time wasting 
practice that gets him into trouble with 
the Bar; for the Bar, it means giving up 
an absolute prohibition on lay estate 
planning. For both, it means a far bet- 
ter relation; and for the public, more 
and better Estate Planning. 


A AA 

@ Francis A. Devlin, assistant vice 
president in the Trust Department of 
Fidelity Trust Co., Pittsburgh, was guest 
speaker (February 3rd) at the regular 
meeting of the Homewood Tuesday 
Luncheon Club. Subject of his talk was 
the need for proper estate planning. 
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AKING TIME BY THE FORELOCK, AS 

Caesar took Gaul, I shall divide the 
future into three parts: For descrip- 
tion of the near term, I shall consult 
statisticians; for the intermediate years, 
technicians; for the long term, poli- 
ticians and historians. 

The really dull part of what is ahead 
for trustmen, in the next five to ten 
years, can be found in statistics. The 
astrologer I consulted could not give me 
accurate forecasts for the Dow-Jones 
averages, but he did tell me that he had 
it on good authority from one broker 
that the stock market would continue to 
go up and from another equally per- 
spicacious seer that it would go down. 
I suspect that both brokers, at some 
time, and possibly at the same time in 
connection with selected securities, will 
be proved right. 

The bond market is subject to similar 
uncertainties. If interest rates rise, as 
some economists expect, the outstand- 
ing low coupon bonds will undoubtedly 
decline in price. The converse can be 
put in two words—vice versa. Whole- 
sale and retail commodity prices will 
follow their customary unpredictable 
pattern. 





Add Up to Growth 


I would anticipate continued substan- 
tial growth for all competent profes- 
sional fiduciaries over the next several 
years. Here are a few bits of arithmetic 
to support that prospect: 

1. By 1970 we are supposed to add al- 
most 40-million to our population and 
number 208-million. 

2. Since 1938, estates valued at $60,- 
000 or more reported for taxes, have 
more than doubled in number, and the 
percentage of the greater number has in- 
creased notably. 

3. In the Chicago area in 1935 banks 
and trust companies acted as executor 
in 2.8 per cent of the probated wills. In 
1951 the percentage was 6.1 per cent. 
But there is no room for complacency: 
there were more intestate cases every 
year than there were wills, and some 
93 per cent of all decedents in the area 
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still deny their estates the benefits of 
professional management. 

4. Taking the trust departments of 
national banks (because their figures are 
available from a single source), we find 
that since 1938 there has been a de- 
crease in the number of banks exercising 
trust powers from 1,543 to 1,476. I in- 
terpret this as promising more trust 
accounts for the lesser number of banks. 

5. Aggregate liabilities of national 
bank trust departments (represented by 
control figures and not in most cases by 
true values—but a measure of relative 
volume) increased from less than $10- 
billion in 1938 to more than $42-billion 
in 1957. 

6. If we examine trusts in all types of 
trust institutions on the basis of the in- 
come they produce, we find there has 
been an absolute and a proportionate in- 
crease in the larger accounts, In 1941, 
only 23.4 per cent of trusts produced in- 
come of $3,000 or more. In 1955, 36.3 
per cent were in that category. Inflation- 
ary factors are not solely responsible for 
this change; at least part is attributable 
to the simple fact that, in terms of con- 
stant dollars, more people have more 
money. 

7. There has been an increase in pen- 
sion and profit-sharing participants (4.9- 
million persons in 1935 to 20.2-million 
estimated in 1955—and more today) 
and in the great growth of trusteed re- 
tirement funds. 

8. Growing potential is indicated also 
by the multiplying of common trust 
funds; (from 60 funds with $187-million 
in 1952, the number increased to 165 in 
1957 holding about $433-million). (Edi- 
tors Note: There are currently over 300 
funds—in 253 trust institutions—with 
aggregate assets of over $2 billion). 

9. In the area of corporate trust serv- 
ices, there should be consistent growth 
as the economy expands and industry 
builds greater capital. Stock transfers 
and registrations, new debt obligations 
requiring the employment of trustees, 
more dividend disbursements and more 
coupon payments—all will make greater 
demands upon our facilities. 


Man, Machine 
and Missile 


Erich Fromm has said that “we make 
machines which act like men and pro- 
duce men who act like machines.” But 
no calculations can come from a ma- 
chine unless the thinking of some man 
has first gone into that machine. Com- 
puting mechanisms can solve some prob- 
lems, but they have not yet been made 
to recognize problems nor formulate and 
state them. Our successors may well put 
us to shame with their accelerated speed 


- and capacity for volume. 


They may also cross state lines in 
the performance of their trust duties, It 
is an anachronism that our patrons can 
move freely among the states, taking 
their portable belongings with them, but 
cannot have their corporate financial 
representatives, whom they trust and 
upon whom they rely, serve them freely 
wherever they go. 

By scientific means the temperature 
of stars may be determined, manmade 
satellites be sent to orbit the 
missiles may serve some good end—but 
meantime man will continue to worry 
about his mortgage or rent, about the 
cost of food and raiment, the health and 
happiness of his family and himself. 


moon. 


His worries have generally been quite 
personal and likely will continue to be. 
He will have new leisure: he may use 
it well—or abuse it. He will have new 
gadgets; he may enjoy them—or with 
them destroy himself. 


Certainly there are negative trends in 
our present and disturbing shadows 
darkening our future. Take, for example, 
the Welfare State, growing up around 
us, seemingly patterned on the Labor 
Government that England tried. We can- 
not afford to ignore our expanding 
bureaucracy or pretend that it will go 
away if we don’t look at it. 

If we restrict our concern to the mar- 
ket place—if we think it is enough for us 
to plan production and sales without 
thought about the world about us or the 
future of that world—we shall be mak- 
ing a terrible, perhaps a fatal, mistake. 
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Time for Self-Discipline 


It will not be enough for us if we pre- 
serve the forms of a free, competitive 
economy but lose the substance. The 
Kremlin has challenged us to economic 
war. We should welcome the challenge 
because in that kind of war we can 
win... if we support the government 
instead of insisting that government sup- 
port us. 


The extent to which government has 
grown in the past 20 years can be shown 
in a very few figures. We (now) have 
one tax-supported employee for every 8 
tax-paying workers in production. Since 
1938, federal revenues derived from cor- 
porate income taxes have increased more 
than 1500 per cent. Revenues from taxes 


| on personal incomes have increased al- 


most 2200 per cent. Tax revenues that in 
1938 equaled 7 per cent of the gross na- 
tional product amounted in 1957 to 
more than 18 per cent. Almost one-third 
of the money spent in 1957 by all our 
units of government—federal, state, and 
local—for all purposes, including na- 
tional defense, went for welfare sub- 
sidies of one kind or another. 


Possibly the deductions and handling 
charges are not more than modest as 
the money goes from the pocket of the 
taxpayer to Washington and then out 


across the country to veterans and 
farmers, to aged people and to dependent 
children. Our declared purpose is to 
meet needs—which are measurable. No 
one would admit that possibly we are 
trying to satisfy, at public expense, the 
wants of our citizens—which are limit- 
less. 


“Security” vs. Peace 


Employers and employees share the 
costs of the social security program by 
paying taxes. Since 1937, the taxes col- 
lected have exceeded the pay-outs by 
$22-billion. 

I wonder what would be done with 
the excess collections of the social se- 
curity office if the government had no 
debt and were able to function for all 
other purposes on a balanced budget. 
I suspect the pressure either to increase 
benefits or reduce the social security 
taxes would be deemed irresistible by 
the average congressman. [| still think 
that when and if the U. S. obligations 
held in social security trust funds are 
paid, it must be with taxes collected 
from the next generation and cannot be 
from taxes that have been collected from 
us and spent for other purposes. This 
means, as I see it, the essentials of two 
taxes under the appearance of one. 

Fortunately for the taxpayer who does 


not want and does not believe in soci: l- 
ism, the idea of investing social security 
“surpluses” in American industrial 
stocks has had, as yet, no important 
backers. On the other hand, “pay-as-you- 
go advocates” have not been numerous 
either. 

There will be many other problems 
growing out of big government. What 
enormous benefits we could have if we 
spent in peace rather than for peace the 
52 per cent tax we now levy on corpora- 
tions, the 91 per cent taken in the top 
brackets from individuals, the estate 
taxes that mount up to 77 per cent on 
inheritances—a rate adopted in 1941 as 
an “emergency” measure for “tempor- 
ary” purposes. 

With those staggering rates reduced, 
American productive genius could re- 
build the world. We would not need 
capital gains taxes of 25 per cent. This 
tax has been imposed under a constitu- 
tional amendment aimed at “income 
from whatever sources derived.”’ 
Trustees with no power to distribute 
corpus as income nevertheless must pay 
the tax if, to improve safety, they shift 
investments—and have profits from the 
switch. Accountants shudder at such 
bookkeeping and such penalties. . Eng- 
land and Canada reject them. 

Finally we have taxes on gifts. A man 
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may divert his savings in large amounts 
taxfree only to charity. This is fine for 
philanthropy; but if the end result is 
that our families become public charges, 
where is the public gain? These prob- 
lems—or variants of them—will be with 
our children and our children’s children 
perennially. 


Prescription for Slavery 


DeTocqueville told us Americans a 
long time ago that our destiny would be 
determined by our skill in controlling 
the unlimited power of the majority, by 
our ability to overcome tendencies 
toward regimentation and equalization, 
by our handling of the everlasting search 
for security. He expressed fear that we 
might not preserve our freedom and 
described what could happen to us, if 
we did not: 


After having... successively taken 
each member of the community in its 
powerful grasp, and fashioned him at 
will, the supreme power then extends 
its arm over the whole community. It 
covers the surface of society with a 
network of small complicated rules, 
minute and uniform, through which 
the most original minds and the most 
energetic characters cannot penetrate 
to rise above the crowd . . . It does 
not tyrannize; but it compresses, ener- 
vates, extinguishes, and stupefies a 
people till each nation is reduced to 
be nothing better than a flock of timid 
and industrious animals, of which the 
government is the shepherd. 


In the “Communist Manifesto” of 
Karl Marx DeTocqueville could have 
seen the prescription the proletarians 
were to administer to the world includ- 
ing: 


Abolition of property in land 

A heavy, progressive or graduated 
income tax 

Abolition of all right of inheritance 

Centralization of credit in the hands 
of the state, by means of a national 
bank with state capital and exclusive 
monopoly 

Extension of factories and instru- 
ments of production owned by the 
state, the bringing into cultivation of 
waste lands, and the improvement of 
soil generally in accordance with a 
common vlan 

Centralization of the means of com- 
munication and transport in the hands 
of the state 


In a few unimportant details, Marx, 
more than a century ago, was wrong in 
predicting the future. He thought, for 
example, socialism could come only 
through revolutions—as it did in Russia. 
He did not visualize it being imposed 
as in Hungary and Poland, insinuated as 
in China, voluntarily voted as in Eng- 
land. He thought it would come first in 
Germany. If he gave any thought to 
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what we would do in the United States, 
I have found no record of his thinking. 
I prefer for my guidance the words of 
Morgan the younger: “there are some 
things it is better to die for than to live 
without; two of these things are a na- 
tion’s honor and its independence.” 


The Roots of Property Rights 


In our lifetime, our banks have had 
entrusted to them the savings of the 
workers who made this country of ours 
the envy of all the world. Our daily duty 
as trustmen is to protect other people’s 
money. But candidates for public office 
often campaign on the basis of the 
slogan that “human rights are more im- 
portant than property rights,” we should 
keep our thinking straight on some 
fundamental definitions. It seems ob- 
vious that property as such has and can 








“Now, confound it, Smathers, will 
you stay working at your desk!” 





have no rights. Possessions confer in law 
no special privileges; there are burdens 
and responsibilities attached to property 
ownership. In our country we have held 
fast to the conviction that every man has 
a right to own property in peace so long 
as he does not, by abuse of his own 
ownership rights, menace his neighbor 
or act in a fashion that violates the 
countervailing rights of others. The 
property that an American accumulates 
out of savings or inherits from indus- 
trious and thrifty progenitors has the 
protection of our laws. We retain these 
rights, not by sufferance of the govern- 
ment and as a form of grant or gratuity 
from our fellow citizens, but in accord- 
ance with a compact made by the repre- 
sentatives of the 13 original colonies, in 
which there was specifically recognized 
the natural right of man to life, liberty, 
and the pursuit of happiness. 

In our scheme of things, the govern- 
ment is not a power remote from the 
people but a voluntary association en- 
tered into by the governed with their 
consent, exercising only the powers vol- 
untarily delegated by the citizens. These 
convictions put us inevitably in a camp 


that is hostile to communism. If we can 
have a fair yield for competitive action 
and find some common denominator of 
international justice, we should most cer- 
tainly be willing to abandon the cold 
war, pick up the Red gauntlet and beat 
our enemies at trading. 

We must affirm and re-affirm these 
words first brought to my attention by 
an educator in Minnesota: 


Our constitution does not copy the 
laws of other nations; we are instead 
a pattern to others. Our government 
favors the many rather than the few 
. . . If we look at our laws, they af- 
ford eaual justice to all in their 
private differences. If we look at 
social classes, advancement in public 
life depends on reputation for merit, 
not upon social position. Poverty does 
not bar the way if a man is able to 
serve the nation ... The freedom we 
enjoy in our government extends also 
to our ordinary affairs. Far from 
jealously spying on one another, we 
are not angry with our neighbor for 
doing what he likes ... If we turn 
to our military policy, there also we 
differ from our antagonists. We throw 
open our country to the world... 
(our trust is) in the native spirit of 
our citizens . .. The admiration .. 
of ages to come will be ours... For 
we have made both land and sea the 
highway of our daring. 


These words were first spoken by 
Pericles in 431 B.C. They remind us that 
ours is still the kind of free land that 
the Greeks once cherished and lost. Ours 
is a country that gives dignity and worth 
to living. 

ay A A 


Veterans Trusts 


Managing veterans’ trusts is not only 
a public service but can provide a mod- 
est profit, Walton B. Moore, assistant 
vice president, City Bank, Detroit, states 
in the January Burroughs Clearing 
House. His bank manages more than 
1,200 guardianships for disabled veter- 
ans and children of deceased veterans. 

Administration calls for cooperation 
between the bank, the probate court and 
the Veterans Administration. The latter 
organization will initiate a request for 
appointment of a guardian by the Court 
because of: 1) Continuous hospitaliza- 
tion; 2) Inability to handle funds: 3) 
Failure to support a wife or other depen- 
dent; 4) Disability without hospitaliza- 
tion; 5) Lack of another adult in the 
family willing and able to handle the 
funds. 

A bank can handle these guardian- 
ships in a group with maximum benefits 
to the wards. Mr. Moore supports his 
contention and describes the prob!ems 
involved in typical cases. 
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A Tested Technique for Selecting 


RUST DEPARTMENT PERSONNEL 


WILLIAM S. SADLER, Jr. 


Senior Partner of Sadler and Associates, Chicago 


BRIEF INVENTORY OF PERSONNEL 
A problems typical to a trust depart- 
ment would take in at least four general 
categories—promotability, displacement, 
unknowns, and failures. 

1. Promotability. The nagging ques- 
tion in management’s mind, when look- 
ing at a promising lad, is simply this: 
“Is he promotable?” The quick way to 
decide this question is simply to pro- 
mote the man from the “one-ton” to the 
“two-ton” level of responsibility. If he 
succeeds, all is well. But if he fails, the 
experiment can be most costly in terms 
of hurt to the operation of the depart- 
ment, and to the human being who has 
been promoted into a failure pattern. 
Failures leave scars, and sometimes these 
scars are psychologically disfiguring for 
quite a long time. 

2. Displacement. Many a man who 
really could do a fine job is doomed to 
failure because he is a “displaced per- 
son. Consider just a few examples: 

(a) A cautious and analytical mind 
trying to work in a new-business situ- 
ation, 

(b) An imaginative mind on a rou- 
tine job. 

(c) A patient and cautious per- 
former trying to hold down a job that 
demands sparkle and spontaneity. 

(d) A technical-type of mind that 
functions beautifully on intensive 
work, problems that come one-at-a- 
time, but fails rather badly in an ad- 
ministrative post which demands the 


ability to cope with simultaneous prob- 
lems. 


3. Unknowns. What to do about the 
unknown man, the young trainee? Here 
management is required to do some real 
guessing. Our hypothetical trainee is a 
young man with a good family back- 
ground and a decent college record. In 
which direction should his talents be 
pointed ? 


{‘a) Should he go into investment 
analysis? 

b) Does he have those qualities 
of mind that would especially qualify 
him for trust department accounting? 

(c) Would he develop into a good 
trust administrator or a fine estate 
administrator? 
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(d) Is he a sales-minded person 
who could make his best contribution 
in the new-business function? 


These are questions that management 
must resolve. 

4. Failures. What can be done about 
the poor performer? Why is he failing 
.. . lack of enough mental horsepower? 
lack of application? lack of interest in 
the job? or what? Anyone can hang a 
“scrap tag’ on a failure—this means 
firing him. But why not hang a “re- 
work tag” on him and make an effort 
to salvage something of the years of 
training and experience that represent 
the institution’s investment in this man? 


Three Techniques of Personnel 
Selection 


This discussion will give consideration 
to three basic approaches to the evalua- 
tion and selection of trust department 
personnel: 

1. Subjective Observation. Any rea- 
sonably effective management knows 
what a given man has done and is doing 
—but not what this man could do. Try 
moving the man; see what happens. Let 
the results speak for themselves. This 
method produces very definite answers, 
and they are factual. But the failures 
can be costly. It is almost like determin- 
ing a credit risk by letting this evalua- 
tion depend on the actual repayment of 
a loan. 

2. Objective Tests. The use of various 
aptitude tests and personality question- 
naires can produce some _ interesting 
answers. But these are apt to be missing 
some vital factors when test results are 
used all by themselves. Tests are blind 
in several important areas. 

3. A Combined Technique. If man- 
agement’s subjective experiential knowl- 
edge of a man can be associated with 
the results of objective tests, then the 
combination of these two techniques 
tends to cancel out the weaknesses that 
are inherent in each. Management’s 
evaluations are subject to the imperfec- 
tions inherent in inescapable bias and 
dependence on hearsay due to lack of 


contact. A vocational adaptability test, 
though blind to certain vital data, is still 
free from bias and can evaluate any in- 
dividual on any level of an organization 
with an equal degree of impartiality. 


Weaknesses in Techniques 


Management knows only too well how 
costly are its mistakes in_ selection. 
Equally costly mistakes can be made if 
objective tests are used as a “cure-all”. 
We are acutely conscious of six major 
limitations that appear to be inherent in 
objective testing: 

1. Job Knowledge. A vocational 
adaptability test can measure the capac- 
ity to learn, but it does not measure 
what a man actually knows in a given 
specialized field. In the estimation of job 
knowledge management’s evaluation is 
indispensable. 

2. Moral Honesty. A_ sophisticated 
group of test questionnaires will detect 
any major effort to slant or distort 
answers. But this check on test validity 
does not mean that a measurement is 
being made of moral honesty. Here, 
again, management’s subjective evalua- 
tion is indispensable—if the individual 
is known to management. If the indi- 
vidual is an applicant for a job, then 
the test is no substitute for a credit re- 
port or some equivalent investigation 
of the applicant’s background. 

3. Social Acceptability. Human atti- 
tudes are not transformed by legislative 
enactments, executive proclamations, or 
judicial decrees. A given individual had 
better be socially acceptable to his group 
or else he will labor under so great a 
handicap as virtually to insure failure. 
This is especially true of supervisory 
positions and new-business relationships. 
Among other factors, this social accept- 
ability includes that length of service 
and degree of seniority without which an 
individual would be unacceptable to his 
associates as a supervisor. This aspect 
of social acceptability, to which a test is 
blind, is something that would be sensed 
almost intuitively by a perceptive man- 
agement. 
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4. Personal. Appearance. A test takes 
no photographs of the testee, but man- 
agement knows just what this person 
looks like. Personal appearance can be 
an important factor contributing to suc- 
cess or failure in a given job—especially 
a position involving contact with people. 

5. The Wife. A_ testing technique 
could be extended to include the evalua- 
tion of an individual’s wife, but this is 
obviously not practical. Nevertheless, a 
wife may be a strong positive or an 
equally strong negative influence in rela- 
tion to business success. In other in- 
stances, a wife appears to have very 
little influence one way or the other. 
Again, management’s knowledge of the 
wife can be very important, especially 
in the middle and upper levels of man- 
agement. 

6. The Boss. Certain men _ simply 
should not work for certain other men. 
Allergies pertain to people as well as to 
foods and other substances. Certain 
human types are truly allergic to each 
other. The test is blind in this direction 
—unless a test has been made of the 
supervisor as well as of the subordinate. 


What Do Objective Tests Offer in 
Personnel Selection? 


What can a vocational adaptability 
test offer management that management 
cannot find out for itself? The answer 
is very simple: nothing! No test can 
give management anything which man- 
agement cannot find out for itself (and 
with better results) were sufficient time 
available. 

Let a perceptive senior trust officer 
spend a week or two with a given in- 
dividual. Let this time of close associa- 
tion include: social contacts between 
the two families, a fishing trip, an eve- 
ning at poker, another evening of bridge, 
a few games of golf, a dance, some situa- 


tions involving a reasonable amount of 
alcohol—well, by this time our percep- 
tive senior trust officer will know more 
about the individual concerned than any 
test can ever hope to tell him. 

The difficulty is purely a matter of 
time. Here’s where an objective test can 
save management’s time by making a 
reasonably accurate appraisal of three 
vital factors in personnel selection: Is 
the job right? The brainpower? The am- 
bition? 

1. Is the job right? First of all, does 
the job appeal to the man, offering him 
a reasonable percentage of what he 
wants out of life? The job does not have 
to be perfect, but it must be reasonably 
satisfying; otherwise (to use an elec- 
trical term), it is a “poor conductor” for 
the current of brains plus ambition. 
People respond to different incentives: 
money, prestige, and problems are three 
valuable but quite different business 
motivations. These attitudes characterize 
different individuals, and they respond 
in a different manner to given incentives. 

2. Is the brainpower right? Some 
jobs demand lots of brainpower, others 
little. It is important not to put high 
brainpower on a low brainpower job 
and vice versa. In selecting officers, it is 
better to have a good deal of mental 
horsepower. It is equally important to 
measure academic intelligence and non- 
academic intelligence. Academic intelli- 
gence relates to a man’s ability to learn; 
nonacademic brainpower has to do with 
such traits as organizing, delegating, 
communicating, and understanding 
people. These nonacademic factors of in- 
telligence are of prime importance in 
determining supervisory ability; they 
are of less importance in evaluating 
technical ability. 

3. Is the ambition right? This is the 
most difficult of the three factors to de- 








FIFTEEN PAST PRESIDENTS OF TRUST DIVISION OF THE AMERICAN BANKERS 


ASSOCIATION are pictured at the 40th Mid-Winter Trust Conference last month (left to 


right with year of incumbency): Walter Kennedy (1957), Harry M. Bardt (1948), 

James W. Allison (1945), Leon M. Little (1934), Thoburn Mills (1956), Richard P. 

Chapman (1955), Louis S. Headley (1942), Joseph W. White (1951), Thomas C. 

Hennings, Sr. (1931); N. Baxter Maddox (1953), Henry A. Theis (1943), Robert 

A. Wilson (1952), John W. Remington (1949), Saumel C. Waugh (1938), Gilbert 
T. Stephenson (1930). 
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termine because it involves looking at 
personality and temperament. But some 
estimate can be made of a man’s will-to- 
work, Is he just a “doer” or is he also a 
“pusher”? Again, is he fair or emotional 
in his thinking? Is he more than con- 
scientious — hyperconscientious — if so, 
then he is a potential “bottleneck” in 
the flow of work. Is ambition character- 
ized by abrasiveness which generates re- 
sistance, or is it lubricated by human 
warmth which leads to real leadership ? 


The Strength of the Combined 
Technique 


When management’s subjective obser- 
vations are combined with objective test 
findings, the results produce a technique 
of personnel selection that enjoys a mini- 
mum of avoidable error associated with 
a maximum of factuality. Where there is 
no real disagreement between the two 
methods of evaluation, then selection can 
be made with real assurance of the like- 
lihood of success. Management makes its 
personnel moves with much greater free- 
dom from worry. 


Where there is major disagreement 
between the two methods of evaluation. 
then it is prudent to look at such an in- 
dividual a second time. In our exper- 
ience, there are relatively few such 
major differences between management’s 
opinion and the test findings. When they 
do occur, a careful review has disclosed 
that the test is in error about half the 
time and that management’s opinion has 
been based on faulty or biased informa- 
tion the other half of the time. 


When this tested selection technique is 
extended to the whole of a trust de- 
partment, the result is an evaluation of 
the entire team with a determination of: 
succession problems, training problems, 
discovery of hidden talent, relocation of 
displaced persons, and the development 
of a long range plan for personnel 
growth that has the effect of adding the 
dimension of time to the functional 
organization chart of a trust department. 


A AA 


@ An electrical data processing system, 
the first of its type in the Southwest de- 
voted exclusively to banking applications, 
is scheduled for installation in Republic 
National Bank, Dallas, in March. 

“The new equipment at first will be 
used in accounting connected with sale 
of Republic National Bank travelers 
checks; time credit loans, and commer- 
cial loans,” president James W. Aston 
said. “Ultimately, it will be used for pe- 
troleum engineering calculations, trust 
accounting, demand deposit accounting, 
general ledger, and other accounting 
work.” 
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Income Tax Results of Interim 


ESTATE DISTRIBUTIONS TO BENEFICIARIES 


A. JAMES CASNER 


Weld Professor of Law, Harvard Law School, Cambridge, Mass. 


SHALL BE CONCERNED HERE WITH 
l the federal income tax consequences 
when an executor makes distributions to 
beneficiaries during administration.’ If 
an executor has discretion to make a 
distribution and if federal income tax 
consequences will be affected by his 
determination, he cannot ignore them in 
determining whether to make the dis- 
tribution. 

The extent to which an executor may 
make distributions from time to time 
must be determined in the light of his 
possible personal liability if he does not 
retain estate assets to meet estate liabili- 
ties. In this regard, the following fed- 
eral statute is relevant: 


Every executor, administrator, or 
assignee, or other person who pays, in 
whole or in part, any debt due by the 
person or estate for whom or for 
which he acts before he satisfies and 
pays the debts due to the United 
States from such person or estate, 
shall become answerable in his own 
person and estate to the extent of such 
payments for the debts so due the 
United States, or for so much thereof 
as may remain due and unpaid. 


The Regulations point out that the 
words “debt due by the person or es- 
tate” include a beneficiary’s distributive 
share.® If there is any real doubt whether 
the property which will remain in the 
executor’s control after a partial distri- 
bution is adequate to cover the debts due 
to the United States, he can protect him- 
self by requiring the distributee to give 
him a bond with surety that the distrib- 
uted property or its equivalent will be 
forthcoming if needed to prevent him 
from being subjected to any personal 
liability. 

1The discussion in this paper does not include 
distributions by an executor pursuant to a court 
order as an allowance or afi award under local law 
for the support of the decedent’s widow or other 
dependent. Section 1.661(a)-2(e) of the Regula- 
tions points out that such distributions will not 
earry to the distributee any of the current year’s 
distributable net income and will not be deductible 
in computing the estate’s taxable income when they 
are required to be made for a limited time during 
administration, except to the extent they are pay- 
able out of and chargeable to income under the 
order or local law. 


“Revised Statutes, 31 USC 192, Section 3467. 
3Section 20.2002-1. ; Se Bike 
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The controlling state law may also 
place a personal liability on the execu- 
tor. The extent to which this is a signifi- 
cant impediment to distributions during 
administration will depend on the same 
factors as are relevant with respect to 
his possible personal liability for debts 
due to the United States. 

There may be other deterrents under 
controlling state law to partial distribu- 
tions by an executor, including distribu- 
tions in one year to one estate benefici- 
ary and in a later year to another bene- 
ficiary.* In the discussion which follows, 
it will be assumed that such deterrents 
to partial distributions as may exist do 
not rule them out so that he in fact has 
discretion whether to make such distri- 
butions. 

In examining three typical situations, 
I shall discuss the federal income tax 
consequences of the distribution under 
present law and then consider what 
changes, if any, will be made under cer- 
tain proposals, now under consideration 
by Congress, set out in the Final Report 
of the Advisory Group on Subchapter J 
of the Internal Revenue Code.® This Ad- 
visory Group was established several 
years ago by the Honorable Wilbur D. 
Mills, chairman of the Committee on 
Ways and Means. I have had the pleas- 
ure of serving as chairman of this Ad- 
visory Group; and Trust Division presi- 


4If a pecuniary legacy is involved and the con- 
trolling state law is that interest on such legacy at 
the legal rate will commence one year from the 
date of the testator’s death and the executor pays 
such legacy before the first year is up, can the 
residuary legatee hold the executor personally li- 
able for the amount of the income which would 
have fallen into the residue if the legacy had not 
been paid until the expiration of the year? If the 
residuary estate is to be divided equally between A 
and B and the executor distributes to A his share 
and the value of B’s share decreases between the 
time A’s share is paid to him and the time B’s 
share is paid to him, can B hold the executor per- 
sonally liable for such decrease in value? If there 
is any possibility that an affirmative answer would 
be given to either question, the executor should 
make the distribution only with the consent of the 
person who might undertake to impose such a per- 
sonal liability on him. Consideration should be 
given to the appropriateness of a provision in the 
will which gives the executor discretion in regard 
to distributions during administration. 

5Published Dec. 30, 1958. The bill introduced in 
the 86th Congress, Ist Session, to carry out the 
recommendations of the Advisory Group is H.R. 
3041. 


dent Carlysle A. Bethel has been a very 
effective member of it. 


I. The Residuary Gift 


Under present law, whenever the 
executor makes a distribution of a por- 
tion of a residuary gift, a deduction is 
allowed in computing the taxable income 
of the estate, and the gross income of 
the distributee is increased, but such 
deduction and such increase cannot ex- 
ceed the distributable net income of the 
estate for the year of distribution.® There 
is no throwback rule applicable to es- 
tates. If there are multiple distributees, 
then an allocation of the distributable 
net income is made among them so that 
the gross income of each distributee will 
be increased by an amount which bears 
the same ratio to the distributable net 
income as the amount given to the dis- 
tributee bears to the total distributed to 
all distributees.? 

If the executor is not extremely care- 
ful in planning residuary distributions, 
he may place on a residuary distributee 
a larger portion of the income tax bur- 
den with respect to estate income than 
is placed on other residuary takers. Sup- 
pose, for example, that the testator gives 
one-half of his residuary estate to A 
and the other one-half to B; that the 
distributable net income of the estate in 
the second year of administration is 
$10,000; and that in such year the execu- 
tor distributes to A stock in the residue 
worth $15,000 and distributes to B 
stock in the residue worth $5,000. A is 
required to include in his gross income 
$7,500 (he received three-fourths of the 
total distribution for the year) and B is 
required to include in his gross income 
only $2,500 (he received one-fourth of 
the total distribution for the year) . Thus, 
though in a final accounting A and B 
are to share equally in the estate income 
that falls into the residue, more of such 
income will have been included in A’s 
gross income than in B’s gross income. 


®Sections 661 and 662, Internal Revenue Code of 
1954. This discussion assumes the distributee is 
not a charity. 

7Section 662(a). 
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The present income tax law normally 
makes it undesirable to make unequal 
distributions of residuary shares during 
administration.® Thus, if the residue in- 
cludes stock in a closely held corpora- 
tion and a distribution to one residuary 
taker of his portion of such stock would 

ive him control of the business, a de- 
sirable result from a business standpoint, 
a distribution to him of his portion of 
such stock, without making distributions 
to the other residuary takers of their por- 
tions of such stock, might place a ter- 
rific income tax burden on the dis- 
tributee.® 

Even if all the residuary takers are 
given their respective portions of the 
closely held stock so that each will be 
deemed to receive a portion of the cur- 
rent year’s distributable net income, the 
distributees will receive what is basical- 
ly a nonliquid asset; and if their respec- 
tive gross incomes will be augmented 
substantially by such distributions, they 
may be in a difficult position as to 
the availability of liquid funds to meet 
the income tax load placed on them.’° 

The Advisory Group has proposed two 
significant changes. One proposal is to 
extend the separate share rule" to es- 
tates.'* If this proposal is adopted, the 
beneficiary of each portion of the resi- 
due will be treated as though his portion 
was a separate estate and a distribution 
to him will never carry more of the 
current year’s distributable net income 
than would be properly allocated to it 
as a separate estate.1*@ 

The other proposal is that for a period 
of 36 months following the testator’s 
death a distribution by an executor of a 
portion of the residue will not carry any 
of the current year’s distributable net 
income to the distributee if it is proper- 
ly paid from corpus. A payment shall 


®8The income tax bracket of a distributee or the 
deductions available to him may, however, prevent 
the unequal distributions from producing an un- 
favorable income tax result. 

If one share of the residue is to go outright 
and another share is to go in trust, a distribution 
of the outright share could be made without de- 
stroying an election by a small business corpora- 
tion to be taxed like a “‘partnership’’ under Sec- 
tions 1371-1377 of the Internal Revenue Code of 
1954 (as amended by the Technical Amendments 
Act of 1958, Section 64); but as soon as the dis- 
tribution is made in trust, the election is destroyed. 

ioThe difficult position of the distributees is cre- 
ated as a result of a distribution by the executor 
of nonliquid assets, but it may not be feasible for 
him to include with such a distribution liquid as- 
sets sufficient in amount to cover the income tax 
imposed on the distributees by the distribution. 
Thus in the final analysis, the present income tax 
laws make it difficult for the executor to make dis- 
tribution of nonliquid assets during administra- 
tion. 

‘Section 663(c), Internal Revenue Code of 1954. 

“Final Report of Advisory Group, pp. 29, 34. 

att is also proposed that Section 642(h) be 
amended so that on the termination of a separate 
share, unused loss carryovers and excess deductions 
allocable to the separate share may be available to 


the beneficiary. Final Report of Advisaqry. Group, 
Pp. 11 Klee, ' 
wo shara* #8 
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“As you probably know, your Uncle believed in reincarnation. He, therefore, 
left his entire estate in trust for himself until he returns to this earth.” 


Reprinted with special permission of Case and Comment. Copyright 1959 by The Lawyers Co-opera- 
tive Publishing Company and Bancroft-Whitney Company. 





be deemed to have been made from cor- 
pus if it is properly charged against cor- 
pus and designated as a distribution of 
corpus on the books of the estate by the 
executor.'* The effect of this proposal is 
to give the executor discretion for the 
36 month’s period to determine whether 
a partial distribution of the residue will 
cause any shift from the estate to the 
distributee of the income tax load with 
respect to the current year’s estate in- 
come. The discretion exists because resi- 
duary takers will typically be entitled to 
income and corpus; and if the execu- 
tor designates the distribution as in- 
come, he will cause the shift, and if he 
designates it as corpus, there will be no 
shift. 

If this proposal is adopted, the par- 
tial distribution of the closely held stock 
can be designated as a distribution of 
corpus and the distributable net income 
attributable to the separate share of the 
residue will still be taxable to the es- 
tate so that the distributee will not be 
faced with an increased income tax load 
when he receives the nonliquid asset. 

The proposal’s operation, however, is 


13F inal Report of the Advisory Group, pp. 29-33. 


not limited to the case where nonliquid 
assets are being distributed. If a liquid 
asset is involved, a liquidation of it by 
the distributee to raise funds needed to 
pay an increased income tax bill may 
force the distributee to make a sale of 
such property at an undesirable time; 
and if the property distributed has in- 
creased in value since the date it was 
valued for estate tax purposes, the liqui- 
dation will subject the distributee to a 
tax on the gain.’ 

Under present law, the executor de- 
termines income tax consequences by 
his decision to distribute or not to dis- 
tribute part of the residue. Under the 
Advisory Group proposal, he determines 
such consequences by the designation 
he gives the distribution; that is, whe- 
ther he designates it as a distribution 
of income or corpus. After the 36- 
months’ period expires, the present law 
is reestablished, as modified by the ex- 
tension of the separate share rule to es- 
tates and as modified by a reduction in 


4When a distribution in kind of a share of the 
residue is made, the basis of the distribution is the 
same as the basis of the estate. Casner, Estate 
Planning—Cases, Statutes, Text and Other Mate- 
rial, 2nd Ed., p. 651. 
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the distributable net income of the es- 
tate by the amount of income for the 
taxable year which the executor in good 
faith determines is required to meet po- 
tential estate obligations payable out of 
income.!® 

Under the Advisory Group proposals, 
normal action by the executor unin- 
formed as to taxes will not produce 
such unfortunate income tax results. 
In the hands of the tax-conscious execu- 

15]f administration is prolonged unduly, then the 
period of administration may be deemed to have 
ended and the gross income, deductions, and cred- 
its of the estate thereafter considered the gross in- 
come, deductions and credits of the person or per- 


sons succeeding to the property of the estate. See 
Section 1.641(b)-3 of the Regulations. 


tor, the Advisory Group proposals nar- 
row to some extent the area of manipu- 
lation for tax avoidance purposes by the 
extension of the separate share rule to 
estates,!® but within each separate share, 
the area of such manipulation is broad- 
ened during the 36-months’ period. The 
broadening may be justified if thereby 
simplicity in the income taxation of 
estates is obtained for a period that is 


16UJnder present law, the executor can divide the 
income tax load among the residuary beneficiaries 
by controlling the amount of the distribution to 
each; but under the separate share rule, he cannot 
place on any distributee more than the income tax 
load with respect to the portion of the estate in- 
come attributable to his share, no matter how he 
varies the distributions to each. 
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long enough to conclude the administra- 
tion of most estates. 

Two of the nine members of the Ad- 
visory Group favor a different change 
in present law. They would tax estates as 
entities, for a limited period; that is, 
not allow an estate any deduction for 
distribution to a beneficiary.17 The rec- 
ommended period for the operation of 
the entity treatment is 36 months after 
the testator’s death. After such period, 
the present rules, as modified by the ex- 
tension of the separate share rule to es- 
tates and as modified by a reduction in 
the distributable net income of the es- 
tate by the amount of income for the 
taxable year which the executor in good 
faith determines is required to meet po- 
tential obligations payable out of in- 
come, would be reestablished for the 
balance of the period of administration. 
If the entity approach is adopted, the 
only way estate income can be made 
taxable to a beneficiary during the 36- 
months’ period will be by the executor 
electing to distribute to a beneficiary in- 
come-producing property before the in- 
come from such property is received by 
the estate. 

The Advisory Group also presented 
for consideration, but without recom- 
mendation, a distributions-in-kind ap- 
proach to the taxation of estate income.'* 





This approach would restrict the execu- 
tor’s discretion to determine whether he 
is distributing income or corpus dur- 
ing the 36-months’ period, so that pay- 
ments could be deemed made from cor- 
pus only to the extent they are made in 


When there is question as to the value of a security 
for tax or planning needs, careful analysis of all 
pertinent factors and circumstances bearing on value 
is essential if sound and reliable results are to be 
obtained. 


Our firm’s experience in this field—since 1928—is 
unusually extensive and varied, covering hundreds of 


studies of: property (other than money) owned by 
the dece > ti is death, 
e Closely-held corporation stocks ‘ dent at the — © of his co 
; “app agg or in property the basis of which is de- 

e Controlling and minority interests A es 
: : termined by the property so owned. The 
e Listed stocks in large block holdings distributions-in-kind rule restricts some- 

e Stocks bearing restrictive provisions 


what the area of manipulation for tax- 
avoidance purposes that is available un- 
der the rule which gives unlimited dis- 
cretion to the executor to designate what 
he is distributing. It does, however, 
complicate considerably the executor’s 
decisions in regard to the retention or 
sale of estate assets. If this rule is nar- 
rowed so that only distributions in kind 
of nonsalable property can be deemed 
distributions of corpus, then the invest- 


All analyses are prepared by a highly-qualified staff 
thoroughly seasoned in this work. Reports are com- 
prehensive and fully documented, with conclusions 
supported factually and analytically. Authoritative 
testimony is available on studies made. 
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ment problem may be eliminated but 
the greater simplicity of the wide-open 
discretionary rule as to what the execu- 
tor is distributing is largely lost. 


II. The Pecuniary Legacy 


Section 663(a)(1) of the Internal 
Revenue Code of 1954 provides that an 


17F inal Report of Advisory Group, p. 82. 
18Final Report of Advisory Group, p. 80. 
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amount distributed in satisfaction of a 
bequest of a specific sum of money will 
not be deductible in computing the tax- 
able income of the estate for the year 
of distribution and will not increase the 
gross income of the distributee for such 
year, if distribution is made all at once 
or in not more than three installments. 
The Regulations recognize that the dis- 
tribution will not be in more than three 
instalments, even though the executor in 
fact pays the legacy in more than three 
instalments, if the terms of the will do 
not provide for such payments.’® In 
other words, a bequest for which no 
time of payment is specified and which 
is to be paid in the ordinary course of 
administration is considered as required 
to be paid in a single instalment. 

If the bequest of a specific sum of 
money is required by the terms of the 
will to be paid in more than three in- 
stalments, then each distribution will be 
deductible by the estate in computing 
its taxable income and each distribu- 
tion will be added to the gross income of 
the legatee; but such deduction and such 
addition cannot exceed the distributable 
net income of the estate for the year of 
distribution.”° If there are multiple dis- 
tributees, then an allocation of the dis- 
tributable net income is made among 
them.”! 

If some limitation on instalment pay- 
ments is not placed on bequests of speci- 
fic sums of money, a taxfree annuity 
could be established. The income tax 
avoidance feature of instalment pay- 
ments, however, is not in the number of 
instalments but is in the number of tax- 
able years in which payments may be 
made. Thus the Advisory Group has 
recommended that a bequest of a speci- 
fic sum of money be protected under 
Section 663(a) (1) unless it is to be paid 
in more than three taxable years, whe- 
ther or not consecutive.*? Thus under 
the Advisory Group’s recommendation a 
bequest of $20,000 to be paid in four 
instalments over a period of two taxable 
years would be under the protective man- 
tle of Section 663(a)(1), but under 
present law it is not. 

Though the Regulations recognize that 
under present law the protection of Sec- 
tion 663(a) (1) is available if the terms 
of the will do not require payment of a 
specific sum of money in more than three 
instalments, regardless of the number 
of »ayments the executor in fact makes, 
the Advisory Group’s proposal makes 
this unequivocally clear. Thus the Group 

ee Se ee 


Te ey 





“See Sections 1.663(a)-1(e) and 1.663(a)-1(c). 
““See note 6 supra. 

“Ice note 7 supra. 

~“)"inal Report of Advisory Group, pp. 29, 32. 
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recommends an express provision to the 
effect that any bequest payable at any 
time under the ‘terms of the governing 
instrument or law shall be treated as 
paid in a single taxable year.** 

If the executor elects to satisfy the 
bequest of a specific sum of money by a 
distribution in kind of estate property, 
the federal income tax consequences are 
the same as if he sold the property to the 
legatee for the amount of money given 
to the legatee by the will. Thus the es- 
tate may realize a gain or loss depend- 
ing on whether the distributed property 
has gone up or down in value since the 
date it was valued for estate tax pur- 

Final Report of Advisory Group, p. 29. 


poses.” However, if the distribution in 
kind is made during the first year after 
the testator’s death, the value on the date 
it is distributed will control for federal 
estate tax purposes, if the alternate val- 
uation date is selected under Section 
2032 of the Internal Revenue Code of 
1954. Thus no gain or loss on a distri- 
bution in kind during the first year 
would be possible if the alternate valua- 
tion date is selected. The Advisory 
Group proposals make no change in the 
tax consequences of a distribution in 


kind. 


*%Casner, Estate Planning—Cases, Statutes, Text 
and Other Material, 2nd Ed., p. 648. 


(Continued on page 274) 
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Paper INDUSTRY 
Prospects FAVORABLE 


The paper industry—actually a ge- 
neric term which conveniently describes 
a group of related industries such as 
newsprint, printing paper and container- 
board using wood cellulose as a primary 
raw material has been the subject of 
considerable attention on the part of the 
investment fraternity in the last few 
years. To a good degree this has reflected 
an important re-appraisal of an industry 
which today has a totally different com- 
plexion compared with the “feast or 
famine” label attached to it in the two 
decades of the 1920-1940 period. 


This new industry appraisal has not 
been without justification. The contribut- 
ing factors are a matter of historical 
record and include: 


(1) A shift in emphasis from “cul- 
tural” type writing and printing 
papers to utilitarian grades, 
sparking a significant increase in 
per capita consumption. 

(2) A change in status of the United 
States from a net importer of 
pulp to a net exporter. 

(3) Improved technology, permitting 
use of new raw material supplies 
(hardwoods, for example). 

(4) Acquisition of large timber re- 
serves by the leading integrated 
companies, thus assuring a self- 
sustaining raw material supply 
and imparting inflation hedge 
characteristics to the business. 

(5) Aggressive research, which has 
developed many new uses for 
paper-based products. 

(6) A greatly strengthened industry 
financial position. 

(7) A demonstrated ability to resist 
important setbacks in the general 
economy. 


The cumulative effect of these con- 
structive forces and the resulting in- 
vestor re-evaluation are readily apparent 
in the market performance of the paper 
group. Based on Standard & Poor’s 
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weekly stock price index of eight paper 
companies at the end of 1958, this group 
has had a dynamic market rise since the 
1941-43 base period exceeded only by 
two other industries, office equipment 
(including I.B.M.) and tire and rubber 
goods. However, some slow-down in the 
relative market performance of the paper 
stocks compared with industrial stocks 
as a whole was evident in 1957-58. At 
the 1958 year-end, the paper group 
(again using Standard & Poor’s index) 
was still about 8% below its peak, while 
the industrial index had advanced al- 
most 11% over the 1956 high. Actually, 
the two groups showed a fairly compar- 
able performance in 1958, but the paper 
stocks had been laggards from mid-1956 
through 1957. That this may have been a 
natural reaction to the sharp run-up in 
preceding years rather than a reflection 
of basic industry weakness seems borne 
out by underlying economic factors and 
the good degree of resistance shown by 
the papers in the 1957-58 recession. 

From a peak production level in 1957 
to the 1958 low point physical output 
of paper and allied products declined 
about 8.6%. This compares with a drop 
of 5.3% for all non-durable manufac- 
tures and 13.7% for total industrial 
production. The paper and board indus- 
try actually ended up in 1958 with esti- 
mated total output closely approximating 
the 30.7 million tons produced in 1957, 
only 2% below the 1956 peak year 
when inventory accumulation was very 
much in evidence. A noticeable improve- 
ment in paper and board output de- 
veloped in the last half of 1958, with 
October production the largest in any 
month in industry history. 


Dollar sales volume in 1958 is be- 
lieved to have equalled and possibly ex- 
ceeded 1957 levels. However, with the 
general trend, profits lagged behind 
year-earlier figures, reflecting pressure 
on margins due to the lower rate of 
operations in relation to increased ca- 
pacity. Higher labor, freight, and ma- 
terial costs also contributed to the 
profit squeeze. Prices generally held 
firm and posted price reductions were 
limited to certain grades and geographic 
areas. Despite the decline in earnings in 
1958, it is interesting to note that the 
drop of 8% in the case of some 47 
representative paper companies (accord- 
ing to a preliminary summary of 1958 
net income by the First National City 
Bank of New York) was considerably 
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less than the 18% decline of a broad 
group of over 1,200 companies in var- 
ious manufacturing industries. 


Where are the paper companie 
headed in 1959 and the period beyond? 
Any forecasts must entail certain as- 
sumptions as to the general economy. 
The consensus of the economic “experts” 
appears to converge around a projected 
5%-10% increase in industrial produc- 
tion in 1959 and somewhat comparable 
improvement in total GNP. With con- 
fidence high and personal income ex- 
panding, consumer expenditures should 
continue upward with larger outlays an- 
ticipated for consumer durable goods in 
particular. The combination of all these 
factors foreshadows a good year for the 
paper and board industry. With inven- 
tories pretty well worked off last year. 
production in 1959 should be geared 
quite closely to actual consumption. In 
addition, some amount of inventory 
building is likely in the distribution 
pipelines. 

All things considered, total paper and 
board output in 1959 may well reach a 
new high of 32 million tons, about 4% 
above 1958 levels. Paperboard in _par- 
ticular should continue its strength of 
recent months as a beneficiary of ex- 
panded durable goods volume. Total 
paper and board capacity will be up only 
slightly this year and operating ratios 
will likely show moderate improvement 
which should have a favorable effect on 
units costs and profit margins of most 
companies, with a reasonable expecta- 
tion of higher earnings on anticipated 
increased sales. Labor and material costs 
will be higher, and excess capacity will 
still prove burdensome in some segments 
(newsprint for example), but as an off- 
set the industry will have full year bene- 
fits of the economy measures inaugu- 
rated in the 1957-58 recessionary period. 


Beyond the current year, prospects 
favor further improvement in operating 
ratios, sales and profits, barring a signi- 
ficant drop in general business activity. 
However, 1956 peak earnings levels 
probably will not be attained until well 
into 1960, or even 1961, as output more 
closely approximates capacity and the 
industry is better situated to increase 
prices as an offset to higher costs. Over 
the long term, rising population trends 
and increased per capita consumption 
will be reflected in continued growth 
with long range projections from such 
authoritative sources as the Institute of 
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Paper Chemistry and National Industrial 
Conference Board indicating paper and 
board consumption expanding in the 
60% to 90% range by 1979. 

Newer materials like films and foils 
will undoubtedly offer stronger compe- 
tition for paper markets, as expanded 
productive capacity permits reduced sell- 
ing prices. On the other hand, the paper 
industry has demonstrated a noteworthy 
ability to develop ways of combining 
these materials with paper, thus creating 
entirely new uses and markets. Recently, 
for example, St. Regis Paper and Mon- 
santo Chemical announced a joint ven- 
ture for manufacturing a new type of 
laminated plastic made by sandwiching 
together foam plastic and paper. As far 
as paper alone is concerned, one of the 
more interesting products is the 
“stretch” paper developed jointly by 
West Virginia Pulp & Paper and Cluett 
Peabody, currently being licensed to 
some large paper manufacturers. Further 
down the line is the future prospect of 
paper clothing now under development 
by Kimberly-Clark. 

From the standpoint of the present or 
prospective investor, paper company 
equities should prove to be worthwhile 
holdings for long term appreciation and 
moderate income. Admittedly, few of 





Portrait 
of a 
family 


with a future! 


Fact is, there’s a bright future for two 
The Donald R. 
‘also family joined the Detroit Edison 
amily of stockholders as its 100,000th mem- 
er. For the Kalsos, it is an important venture into 
tock ownership. For Detroit Edison, it is evidence 
the continued strong support from its owners. 


Michigan families... . 
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efore the Kalsos made their decision, they took a 
areful look at their future investment. They tell us 
ey liked what they saw, for it represented to them 
sound company with an almost unlimited growth 
‘tential. Detroit Edison’s electrical system now has 
‘apacity of nearly 3.5 million kilowatts and serves 
million and a quarter customers. Plant investment 


e dividend record looked good, too. Detroit Edison 
3 paid 199 consecutive quarterly dividends. In 1958 





them can be considered on the bargain 
counter at present levels but with the 
favorable outlook outlined for 1959 and 
beyond, the inherent risks in owning 
stocks of well managed paper companies 
appear rather negligible in relation, for 
example, to the risks entailed in many 
of the more “glamorous” electronic 
equities currently selling at prices which 
appear to discount prospective earnings 
improvement many years ahead. 

KENNETH F. VIESER 

F. S. MOSELEY & CO. 


PRESERVING CAPITAL VALUE 
WitH Stocks 


Many are of the opinion that prefer- 
ence for stocks over bonds for preserv- 
ing real capital value is of recent germi- 
nation. However, the long record dis- 
proves this thesis. True capital preserva- 
tion means not merely keeping the num- 
ber of dollars that one has to start with, 
but maintaining the purchasing power 
of one’s portfolio. To study past trends, 
we have compared what has happened 
to the real value of money invested in 
leading industrial common stocks since 
1913 with what has happened to the real 
value of money invested in bonds during 
the same period. (See chart on p. 206). 

To simplify the analogy, it is assumed 
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THE TREASURER 


THE DETROIT EDISON COMPANY 


DETROIT 26, MICHIGAN 
Serving 4,300,000 people in Southeastern Michigan 


that $100,000 was invested in 1913 
solely in common stocks. This fund 
would today be worth over $460,000 in 
terms of purchasing power. 

In the other account there was hypo- 
thetically invested $100,000 in Norfolk 
and Western first mortgage 4s due 1996. 
This bond was chosen because it pro- 
vides every possible advantage to the 
advocate of obligations for savings. This 
issue was, and still is, an Aaa bond 
which earned its entire interest require- 
ments almost five times over in the deep 
depression year of 1932. 

Norfolk and Western first 4s are now 
selling at approximately the same price 
where first bought. We have deducted 
nothing for the fact that most bond ac- 
counts in the past four and a half 
decades would have had to reinvest at 
lower rates of interest due to maturi- 
ties, redemptions and possibly even de- 
faults. As a result, we have provided the 
bond account with the maximum bright 
light of hindsight. Even with that ad- 
vantage, the market value of the princi- 
pal, corrected for purchasing power of 
the dollar, has never once reattained the 
1913 worth. Today the value is less 
than 10% of the corresponding figure 
for the fund invested in stocks, 

This analysis of stocks versus bonds 
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over $25 million was paid to shareholders at $2.00 per share. 


This is only part of the progress story. For the entire family 
of stockholders and the company, each new chapter brings 
greater opportunity to grow and prosper along with the area 
Detroit Edison serves in Southeastern Michigan. The whole 
story is told in the Annual Report. It makes good reading. 
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STOCKS VS. BONDS 
for Preserving Real Capital Value 
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“PLANNED MOUSERREREOEEY 


INVESTMENT 
FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven’t you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven’t you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invesi- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


The plan under which we would work 
with and for you would be specially 
set up to meet the needs of your bank 
and the individual trusts. 


If you would like to know more 
about our investment services and how 
they can help you and your clients, send 
for a copy of our brochure, “Planned In- 
vestment for Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading exchanges 


20 Broad Street, New York 5, N. Y. 
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In this chart prepared by the Research Department of Francis I. du Pont & Co., the stock 

index is based on a composite index compiled by Standard & Poor’s Publishing Co. The 

genesis of this figure is that the original index was 50 stocks, subsequently changed to 90 

stocks, then 400 stocks, and finally to the present 425 stock index. The legend at the side 

represents the adjusted multiple based on the four separate indexes linked together by 
Standard & Poor’s. 





provides many interesting aspects. One 
of the most remarkable deductions is 
that the portfoilio invested in stocks 
actually was worth more in the bottom 
year 1932 than the bond fund. One rea- 
son that the stock fund was able to main- 
tain the real value better than the bond 
fund even at the worst of the most 
drastic depression this country has 
known is to be found in the fact that the 
stock fund advanced so far ahead of the 
bond fund by 1929 that it could decline 
drastically and still be worth more than 
the bond fund. 

This record vividly shows that 
vestors can preserve purchasing power 
better through equities than highest 
grade obligations. However, as the start- 
ing point is important, shifts from equi- 
ties to obligations or vice versa can 
considerably add to the value of a fund. 
For example, converting stocks to bonds 
at such peaks as 1929, 1937, 1946 and 
1956 and then reversing the procedure 
at such times as 1932, 1938, 1949 and 
late 1957 would have added materially to 
the value of an important investment 
program. 

The moral is that all is not gold that 
glitters and all is not safe that is fixed. 
This appraisal of stocks versus bonds 
for maintaining real capital value is 
presented after an extended rise in share 
prices to reflect the longer term po- 
tentiality in equities against obligations. 


in- 


Despite indications of growing shorter 
range indeterminables in the prices for 
many equities, the investor in shares 
of American industry should regard his 
position for its ultimate potentials, as 
contrasted to the seeker of more inter- 
mediate term trends. 


FRANCIS I. DUPONT & CO. 
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QUEENSLAND PUBLIC CURATOR REPORTS 
INCREASED BUSINESS 


New records in the volume of business 
transacted and the gross revenue earned 
are cited in the recently received annual 
report of Alan Ford, Public Curator of 
Queensland, Australia. Revenue has in- 
creased 100% in the last seven years. 
New business comprised 4,341 estates 
and other matters with total value of 
£5,173,887. As of June 30, 1958, 
12,680 estates and other matters under 
administration were valued at £13,636,- 
666, Of this amount 2,996 wills accounted 
for £6,999,502, intestacies (1,911) £2,- 
157,773 and trusts (1,326) £1,602,394. 
Investments in Government securities 
and other debenture stock totaled £3,821,- 
367. Wills held on behalf of clients num- 
ber 121,443 including 8,599 wills made 
during the year. 

a ae 
@ Edward C. Edens, Jr., 
and trust officer, Bank of the Southwest. 
Houston, spoke on Investments at a meet- 
ing of the Baptist Foundation Execu- 
tives in Corpus Christi, Feb. 26. 


TRUSTS AND EsTATES 


the — 





vice president f 


M: 


how metals from 


ANACONDA 


make sweet music for you 


iness 
rned 
nual 


rities 
,821,- 


num- 
made 


sident 





ee i 
ALSO ELECTROFORMED with ‘“Plus-4’’ Anodes 
are the bells of Conn instruments. This seamless 
unit-method of construction gives still further 
control of entire tone chamber. Bells have same 
density throughout—increased resonance pro- 
duces live, powerful tone. 


CUT-AWAY VIEW of tone chamber shows “‘micro- 
finish” of interior surface. Another cost and 
quality advantage: by acid-copper electro- 
deposition, both chamber and mouthpiece are 
made as a single part. They were formerly made 
as two pieces of sheet metal and soldered together. 


Marcu 1959 


True, vibrant tone of cornets, trumpets, and trombones depends largely on 
the inside shape and finish of their tone chambers. 

A pioneer in improving tonal quality since 1875, C. G. Conn, Ltd., makes 
many of the wind instruments used by professional musicians as well as 
America’s thousands of amateur bands and orchestras. 

Conn has found that better tone results when mouthpipes (or tone 
chambers) are made of copper—built up electrolytically on removable precision 
forms, using ‘“Plus-4’® Phosphorized Copper Anodes. Mouthpipes produced 
this way have consistent dimensional accuracy to millionths of an inch—and 
without the further finishing required when these particular parts were shaped 
from tube or sheet. 

Other industries depend on “‘Plus-4’’ Anodes for the production of intri- 
cately shaped precision parts, among them microwave components of extreme 
interior complexity. 

““Plus-4”’ Anodes, one of many developments Anaconda has pioneered, 
demonstrate what Anaconda research is always striving for in the whole 
nonferrous metal field: New ways to do things better—more value for less 
money—in home and industry. 59172 A 


ANACONDA 


PRODUCERS OF: COPPER: ZINC+ LEAD+ ALUMINUM « SILVER 
GOLD: PLATINUM: PALLADIUM + CADMIUM>+ SELENIUM* TELLURIUM 
URANIUM OXIDE » MANGANESE « ARSENIC + BISMUTH + INDIUM 











YIELD vs. GROWTH 


The five man panel at the American 
Bankers Association Mid-Winter Trust 
Conference, held last month in New York 
City,” stirred up considerable comment 
among investment officers in attendance 
with its expressed consensus that ap- 
proximately 55% of pension fund port- 
folios should currently be in common 
stocks and all other types of trusteed 
accounts in the 75% range, except where 
controlling circumstances dictate other- 
wise. 


There is obviously no secret about 
the growing esteem in which the great 
body of trustees has held equities of our 
leading industries as the backbone of 
trust portfolios in recent years but, re- 
calling the 1958 panel’s suggestions of a 
50-65% position and in view of the rise 
during 1958. of most trustee-type stocks 
to record price-earnings ratios, many a 
trust officer found himself painting a 
mental picture of the reception such a 
recommendation would encounter from 
his Trust Investment Committee back 
home. 


For the record, however, it should be 
said that the panel members were equal- 
ly divided in their 1959 stock price fore- 
cast, one side noting that the apparent 
already-liberal discounting of good busi- 
ness prospects had made certain stocks 
vulnerable to untoward developments, 
while the optimists looked for at least 
two years of generally good and profit- 
able business which warrant hopes of 
seeing the D-J industrial average in the 
750 range. 

Comments upon the panel observa- 
tions are presented here without regard 
to the unknowable degree of exactness 
of either of the above appraisals but 
rather as a distillation of remarks by a 
considerable number of trustmen in pri- 
vate conversations. 

The most frequently expressed dissent 
was upon the suggested new high in 
equity holdings at a time when stock 
prices are at historical tops and corre- 
spondingly low returns. Nobody can be 
dogmatic about approximating market 


*See p. 210. 
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tops or bottoms and believers in continu- 
ing prosperity and rising stock prices 
may well find their confidence vindi- 
cated. Nevertheless, a great many trus- 
tees appeared to echo a note of caution 
as they see the growth sector returning 
from 144% to 3% while top-grade bonds, 
sometimes of the same companies, are 
available at 4% to 5% yield. 

Also in greater evidence were the men- 
tal reservations which some trustmen are 
beginning to have about emphasis upon 
capital growth and, at the opposite end, 
an apparent disdain for the homely, and 
one time honorable, concept of the 
largest return commensurate with rea- 
sonable safety. The reasoning which jus- 
tifies purchase or retention of common 
stocks in a trust portfolio almost regard- 
less of dividend return appears to these 
dissenters to be approaching a degree of 
rationalization diametrically opposed to 
the swing of the investment pendulum 
just twenty or twenty-five years ago. 

Looking back in the files of Trusts 
AND EstaTEs, we find one hardy soul 
ventured the daring observation in 1933 
that some trust accounts might, under 
careful supervision, make temporary 
commitments in stocks up to 20% of 
total principal. Another writer men- 
tioned the following stocks in 1938 as 
most sensitive in earnings to business 
cycle changes and therefore not to be 
bought except in the troughs of the cy- 
cle: Union Carbide; United States 
Gypsum; du Pont; General Electric; 
Johns Manville; Union Pacific; Chesa- 
peake and Ohio; Inland Steel; Inter- 
national Nickel; Chrysler; Underwood 
Elliott; Lone Star Cement; Kennecott 
Copper; Monsanto and Timken Roller. 
With the exception of Chrysler and Un- 
derwood and relegating Union Pacific 
and C&O to the income group, the re- 
maining eleven companies are among 
current trustee investment vehicles and 
at least six of them are bellwethers of 
the growth category. This is merely illus- 


trative of how opinions can change with 


time or, as Arthur J. O’Hara, vice presi- 
dent of The Northern Trust Co. of Chi- 
cago, said at the Mid-Continent Confer- 
ence in St. Louis last November “We 


sometimes find that we have made a: 
excellent selection but for the wron= 
reason.” 

The panelists also went on record as 
favoring retention of stocks which ha‘ 
performed extraordinarily well, on the 
ground that the beneficiary should not 
be penalized because of superior resulis, 
even if portfolio composition might he 
somewhat topheavy in equities. Failure 
to adjust did not, in their opinion, place 
the trustee in the position of speculating 
with his beneficiary’s funds if the com- 
pany was continuing to expand as rapid- 
ly as the GNP. On this score, some trust 
officers feared that moments for decision 
might be overlooked or obscured by the 
growing complexity of scientific and 
technological developments. 

It is indisputable that the drift toward 
government paternalism or socialism, as 
one prefers, and the recorded decline in 
the value of the dollar is a valid basis for 
a substantial partnership participation. 
Holdings of well-selected equities have 
been more rewarding over a period than 
have fixed-income securities. However, if 
Dr. Marcus Nadler’s conclusion, ex- 
pressed at the Conference, that creeping 
inflation as a way of life can and will be 
curbed, overenthusiasm for equities at 
constantly rising prices may yet prove 
to have been unwarranted. Although it 
would be too sweeping to assert that a 
stock position of around 75% is specula- 
tive per se, a large body of trustees 
would feel more serene at current mar- 
ket levels with a somewhat greater pro- 
portion in fixed-income media. 


Risk AND PROFIT: SIAMESE TWINS 


In a free economy it is a truism that 
capital, like the proverbial horse led to 
water, cannot be coerced into ventures 
lacking a calculable degree of risk and 
commensurate prospects of profit. Legis- 
lators have more often than not tended 
to underestimate the importance of the 
profit incentive as an aid to larger rev- 
enues, preferring to assess the tax now 
and ignore the benefits which would flow 
from economic expansion and a broader 
tax base under a more liberal approach. 
The existing steeply progressive individ- 
ual income tax schedule which in many 
instances discourages new job-creating 
ventures in favor of finding a snug tax 
shelter is a case in point. Another is 


Washington talk of revision of the long: 
) Rec 


standing 2714% depletion allowance for 
oil and gas producers. 


While Congressional halls echo claims 


that this allowance is a tax giveaway 10 
a favored group, it is refreshing to note 
the remarks of Chairman James Mu'r al 
the annual meeting of The Royal |‘ank 
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| beginning toward the conservative equity 


oat a goal of 10% of the Plan’s total assets. 
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of Canada in which he urged that the 
Government not “put a public utility 
strait-jacket on one of the most impor- 
tant contributors to Canada’s risk-capi- 
tal investment: the oil and gas indus- 
try.” Mr. Muir remarked that the major 
part of Canadian risk capital comes from 
the United States to develop mining, oil 
and gas ventures and he added “This 
may tend to make us less sympathetic to 
the risk-taker’s lot but we become so only 
if we can contemplate a serious falling- 
off in that risk capital investment which 
has provided the vital energy for our 
post-war economic growth.” 


The chances of legislation altering the 
2714% allowance are appraised as rath- 
er remote at this time by petroleum 
specialists but the absurdity of consider- 
ing such a step, ostensibly to increase 
tax revenue, is pointed up by the Treas- 
ury’s own estimates based upon 1957 re- 
turns. If the allowance were lowered to 
15%, the gross estimated additional tax 
take would be around $390 million and, 
if entirely eliminated, only $925 million. 
However, it is certain that under these 
circumstances directors would be in- 
clined to follow a less liberal dividend 
policy. After allowance for the offset 
from reduced income taxes on this score, 
the expected net gain to the Treasury 
was placed in the neighborhood of $775 
million, a paltry return for hamstring- 
ing a vital defense industry. 


BREAKING THE IcE 


The initial appearance of some $34 
million in equities in the list of securi- 
ties administered by the Bankers Trust 


| Co. for the nation’s largest penison fund 


was more notable than its growth of 


| $226 million during 1958 to a total of 
| just over $2.8 billion. Decision to in- 
clude common stocks in the previously 
 all-bond portfolio was announced by the 


American Telephone and Telegraph di- 
, it marks a 


Composition of the bond portfolio re- 


mained essentially unaltered, with pub- 


sating i lic ulilities topping the list of 38.5%; 


industrials 22.97 
ae j at 20.07 
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; telephone companies 
; and Government securities up 


to 4.2%. 


In oosting the discount rate to 3% 


in four Federal Reserve districts on 

March 5th, the Board of Governors 
hackec: up its previous pledges to use its 
*T&E Oct. 1958, p. 965. 
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power to keep under control any tend- 
encies toward upward bulges in the price 
level. This was the third advance since 
the recession low was signalled last 
April, the 134% rate at that time having 
been raised successively to 2% and 
214% in August and October. While one 
might ascribe it to a technical adjust- 
ment of the spread between the old 
244% rate and the higher rate ruling on 
Treasury Bills, it was probably based 
more upon the conservative viewpoint 
expressed recently by Chairman Martin 
and his associates. 

The action elicited protests on Capitol 
Hill from the liberal element whose posi- 





tion is that inflation is less of a threat 
than the nearly five million unemploy- 
ment figure which, they contend, would 
be aided by Government efforts to pro- 
mote greater industrial activity through 
spending which would promote higher 
production and hence more purchasing 
power. On the Government debt front, 
the specter of an increase in the statu- 
tory 444% interest limit on bonds again 
came to the fore. 

In the commercial banking area, the 
Board’s approval was seen as an almost 
certain augury of a higher prime rate, 
although the current 4% will probably 
hold for a few weeks. 


















Over 50 years... 
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Our experience in serving bank security buy- 
ers reflects over half a century of special- 
ization in the underwriting and distribution 
of debt obligations exc/usively—the issues 
of well established corporations and rail- 
roads and the quality tax-exempt bonds 
of states, municipalities, authorities and 
governmental entities. Send without obli- 
gation for our latest offering list. 


HALSEY, STUART & CO. INc. | 


123 SOUTH LA SALLE STREET, CHICAGO 90 e 35 WALL STREET, NEW YORK 5 
AND OTHER PRINCIPAL CITIES 
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More Kourrtes For TRUSTS 


Investment Panel Differs on Timing 


LTHOUGH TOP INVESTMENT-CALIBER 
- are selling at historically 
high price-earnings ratios, they continue 
to absorb trustee funds of all types in 
increasing degree, according to the In- 
vestment Panel discussion at the Ameri- 
can Bankers Association Mid-Winter 
Trust Conference last month in New 
York City. They should not be bought 
solely as a hedge against a rising price 
level, although the record seems to indi- 
cate that there has been, since 1895, a 
reasonably good correlation in 75-80% 
of cases in this regard and that stocks of 
well-managed companies have usually 
fared better than fixed values as the cost 
of living has gradually moved upward. 
Their greatest attraction, however, is the 
opportunity to participate in the growing 
profit of a sound corporation in a posi- 
tion to benefit from this country’s fan- 
tastic economic expansion. 

The panelists were: Ragnar D. Naess 
of the New York City investment advis- 
ory firm of Naess & Thomas; M. Dutton 
Morehouse, manager, Brown Brothers 
Harriman & Co., Chicago; Paul A. 
Pflueger, Jr., financial vice president, 
Title Insurance and Trust Co., Los An- 
geles; and Thomas J. Herbert, execu- 
tive vice president, Investors Manage- 
ment Co., Inc., Elizabeth, N. J. Acting 
as moderator was Thomas J. Moroney, 
vice president and senior trust officer, 
Republic National Bank of Dallas, who 
conducted a fast-paced session under 
pressure of a curtailed time allotment. 


At the 1958 session,* the panelists 
were operating in an atmosphere of un- 
certainty generated by the reduced tem- 
po of general business, hence the buoy- 
ant action of the stock market from 
April through the balance of the year 
was obviously better than expected. 
Their views on bonds were likewise off 
target as rising interest rates, particul- 
arly in the second half of the year, regis- 
tered prices considerably below what 
were then regarded as possible lows. The 
price performance of their selected 
stocks was, however, excellent which 
tends to bear out the contention that 
careful selection based on sound research 
is more important than timing. 


Looking backward one year, it is note- 
worthy that equity percentages in the 


*T&E, March 1958, p. 237. 
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50-65% range were then indicated, 
whereas Mr. Moroney announced the fol- 
lowing panel consensus of suggested 
equity participation for present-day 


trusts: 
ee 99% 
Profit-Sharing 75% 
ee 15% 
ae 15% 


Selection of growth or income media 
in personal accounts would be deter- 
mined by income needs of the benefici- 
ary. 

The scope for capital appreciation and 
larger income inherent in common stocks 
should not prevent one from realizing, 
according to Mr. Naess, registering his 
fourth Mid-Winter panel appearance, 
that stock prices are now discounting 
good news and are vulnerable to adverse 
developments. Money demand and inter- 
est rates are likely to rise and widen the 
yield gap in favor of bonds even further. 
While the favorable business outlook 
for the longer term should therefore 
make price declines relatively tempor- 
ary, careful stock selection at this time 
is in order. 

In the fixed income area, Mr. Pflueger 
commented upon the good yields now 
available in Governments and high-grade 
corporates, as well as in the tax-exempt 
group. First mortgages secured by real 
estate can be fine but they offer definite 
limitations for the smaller investment 
fund because of yield dilution through 
difficulty of reinvesting amortization 
payments advantageously. Preferred 
stocks have only limited attraction. Con- 
vertible bonds are now hard to find at 
the right price but when available at not 
over 5-10% above true investment basis 
may be included. 

Mr. Morehouse felt it would be un- 
warranted to invest a new all-cash trust 
for a donor in high tax brackets entirely 
in municipal bonds, even at present at- 
tractive yields, unless his outside hold- 
ings contain some equities or sufficient 
other assets not expressed in fixed dol- 
lar amounts. 

The panelists were equally divided on 
their approach to investment of a new 
$100,000 cash trust, assuming a rough- 
ly 75-25% equity-bond allocation and 
no need for encroachment on principal 
or early distribution. Mr. Naess voted 









for 30-40% stocks now with the balance 
to be acquired over following months 
from the short-term bond portion, which 
would be placed according to the indi- 
vidual’s tax status. Mr. Morehouse sug. 
gested 30% initially in stocks with 40% 
later from proceeds of short Govern- 
ments, followed by investment of 30% in 
medium term corporates or tax-exempls, 
depending on tax bracket. Mr. Pflueger 
was willing to invest the full stock por- 
tion now on the basis of good selection, 
feeling that buying points are always 
difficult to pinpoint and that the market 
was satisfactory. Mr. Herbert felt that 
business faces an up-cycle of at least two 
years which would register an earnings 
base of $50 on the D-J industrials which 
would support a 750 average. On the 
assumption that the danger of lower 
stock prices is temporary, he indicated 
50% in stocks now on the way to 75%, 
with the 25% balance in AAA corporate 
bonds. 


In a new irrevocable trust of $150.000 
with normal objectives composed entire- 
ly of good stocks, some with unrealized 
appreciation, Mr. Morehouse counseled 
switching some 20% of the total now 
into senior securities and another 25% 
in six months, at which time he believed 
prices should be lower. He did not. how- 
ever, favor inclusion of convertibles be- 
cause of sub-standard quality of issues 
presently available at a reasonable price. 


A continuing problem of the trustee is 
how to discharge his duties in accounts 
with large capital gains in stocks. At 
current yields greatly inferior to those 
available on bonds, should he sell some 
or all of his best media and reinvest in 
bonds because the life tenant requires 
income? Mr. Naess’ viewpoint was that 
the build-up of capital inevitably is re- 
flected in increased income and that it 
was better to invade principal if income 
was needed than to sell a winning com- 
mitment, with the proviso, however, that 
the outlook continues favorable for in- 
creased dividends. Mr. Morehouse 
agreed with this thinking, even if such 
commitments comprise a large percent 
age of the total account; again with the 
warning that a change in management OI 
business prospects may force reapprais- 
al. Mr. Pflueger also felt that the bene- 
ficiary was the trustee’s primary consid- 
eration and that he should not be pen- 
alized by sale of prime holdings excep! 
for cause. 


In this connection, it was asked 
whether the elevated price-earnings 13 
tios at which outstanding “growth” is 
sues are selling made them actually spec 
ulations. Mr. Pflueger remarked thal 
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they should not be so considered if ex- 
pansion of volume and profits is keeping 
pace with the growth of GNP. Mr. Her- 
bert said that the rate of growth must 
be taken into consideration, citing Texas 
Instruments, which is selling at about 30 
times estimated 1959 earnings. Its 
growth rate has recently been 25-30% 
per year but it pays no dividend. In con- 
trast, one can purchase Nickel Plate 
Railroad and realize 6% with little or 
no growth potential. 

Mr. Naess and Mr. Herbert were at 
variance on the question of timing stock 
purchases over the next six months, the 
latter being on record that the outlook 
for the coming two years was favorable, 
while Mr. Naess felt that some top-qual- 
ity stocks seems a bit speculatively 
priced now. His thinking favors 1959 as 
a period of consolidation which will reg- 
ister fewer price advances than 1958. 
One should be very “choosy” at this 
time to lessen the risk of possible sharp 
declines in some stocks which seem to 
have gone “into orbit” pricewise. 

Mr. Naess also commented that Eur- 
ope is in a dynamic period of industrial 
renaissance which should benefit every- 
one in the long run, although it might 
initially affect adversely American glass, 
steel and chemical producers. The Eur- 
opean Common Market will inject new 
life and new thinking into industry, 
while it will also encourage more invest- 
ment in foreign plant by American firms 
eager to compete in European and world 
markets. 

Prospects for increased taxation of 
the oil industry both at home and abroad 
have apparently not dimmed the favored 
investment status of this group. Mr. 
Morehouse, remarked, however, that re- 
duction or elimination of the depletion 
allowance would have its heaviest im- 
pact on the smaller domestic indepen- 
dents. As regards Middle East produc- 
tion, growing demand will largely offset 
any higher costs induced by step-ups in 
percentage sharing or taxes, in his opin- 
ion. Mr. Naess felt that the industry still 
has a bright future and a better expan- 
sion potential than many other lines of 
business, even if not as good as over the 
lat decade. Europe will require large 
amounts for industrial purposes. Even 
with a smaller share of the gross from 
foreign production, good companies 
should do well. Industry volume should 
be up about 5% this year and even more 
in 1960. The unfavorable factors cited 
are being reflected in oil stock prices 
which Mr. Naess feels are behind the 
market, 

As closing feature, the 1959 “CrysTaL 
BALL SWEEPSTAKES” limited each panel- 
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148TH DIVIDEND 


A quarterly dividend of $0.60 
per share in cash has been 
declared on the Common 
Stock of C. I. T. FINANCIAL 
Corporation, payable April 1, 
1959, to stockholders of record 
at the close of business March 
10, 1959. The transfer books 
will not close. Checks will be 
mailed. 


FINANCIAL 
CORPORATION C. Joun Kunn, 


Treasurer 


February 26, 1959. 























DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 47!/2¢ per share on 
the Common Stock, payable April 1, 
1959, to stockholders of record at the 
close of business March 10, 1959. 


D. J. WINFIELD 
February 27, 1959 Treasurer 


SERVING THE MIDDLE SOUTH 


Arkansas Power & Light Company 
Louisiana Power & Light Company 
Utility service by tax-paying, 


t n Mississippi Power & Light Compa 
blicly-reguiated 9 reed 
made tt dildead coe New Orleans Public Service Inc. 
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DIVIDEND NOTICE 


Regular quarterly dividend of $1.75 per share on the Preferred 
Stock and regular quarterly dividend of $1.00 per share on the 
outstanding Common Stock of P. Lorillard Company have been 
declared payable April 1, 1959, to stockholders of record at 
the close of business March 4, 1959. Checks will be mailed. 

















New York, February 18, 1959 G. O. DAVIES, Treasurer 
Cigarettes 
OLD GOLD STRAIGHTS KENT NEWPORT EMBASSY 
Regular Regular King Size MURAD 
Crush-Proof Box King Size Crush-Proof Box HELMAR 
OLD GOLD FILTERS Crush-Proof Box 
Smoking Tobaccos Little Cigars Chewing Tobaccos 
BRIGGS BETWEEN THE ACTS BEECH-NUT 
UNION LEADER 
FRIENDS cnaneiaies 
INDIA HOUSE HAVANA BLOSSOM 
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ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Dir ctors of Allegheny Ludlum St el 

Corporation held today, February 

[ML 27, 1959, a dividend of ffiy c:nts 

(50¢) per share was deciared on the 

Common Stock of the Corporation, 

payable March 31, 1959 to Com- 

mon shareowners cf record at the close of bus:ness 
on March 13, 1959. 

S. A. McCASKEY, Jr. 
S-crefary 
















KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, NewYork, N.Y. 
February 20, 1959 
At the meeting of the Board of 
Directors of Kennecott Copper Cor- 
poration held today, a cash dis- 
tribution of $1.50 per share was 
declared, payable on March 23, 
1959, to stockholders of record at 


the close of business on March 3, 
1959. 


PAUL B. JESSUP, Secretary 


Pe West Penn 


Electric Company 


(Incorporated) 


Quarterly Dividend 


on the 


COMMON STOCK 
4O¢ PER SHARE 


Payable March 31, 1959 
Record March 13, 1959 
Declared March 4, 1959 























WEST PENN ELECTRIC SYSTEM 

Monongahela Power Company 

The Potomac Edison Company 
West Penn Power Company 














REGULAR 
QUARTERLY 
DIVIDEND 


The Board of Directors has 
declared this day 

COMMON STOCK DIVIDEND NO. 99 
This is a regular quarterly 
dividend of 


25¢ eee 


Payable on May 15, 1959 
to holders of record at close 
of business April 1, 1959 


Milton C. Baldridge 
Secretary 
March 5, 1959 


THE COLUMBIA 
GAS SYSTEM, INC. 
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ist to six selections, together with ex- 
planation of the objective sought. For 
this reason, they are reported separately 
instead of in a combined list. 

Mr. Naess suggested these companies 
as being reasonably priced for trustee 
investment: International Business Ma- 
chines; Allied Chemical; Trane; Asso- 
ciates Investment; Reynolds Metals and 
Louisiana Land & Exploration. 

Mr. Herbert submitted examples of 
true growth: Texes Instruments (for 
immediate purchase) ; Dominion Stores 
at 18 P/E; Caterpillar Tractor at under 
15 P/E; Royal Dutch at 11 P/E; 
Youngstown Sheet & Tube at 11 P/E 
and CIT Financial at 11 P/E. All ratios 
are calculated upon current prices and 
estimated 1959 profits. 

Mr. Morehouse’s selections were of 
companies which should earn more in 
1959 than during 1956-57: United States 
Steel; Sinclair; Champion Paper; South- 
ern Railway; Texas Utilities and Con- 
necticut General Life Insurance Co. 

Mr. Pflueger chose the following for 
modest overall return and prospects for 
enhancement in value: First National 
Bank of San Diego; Middle South Utili- 
ties; International Business Machines: 
Food Machinery & Chemical; Standard 
Oil Co. of California and General Foods. 

a & & 
Investment Note 

Stockholding has spread widely in re- 
cent years, and much faster, apparently, 
than the spread of security market 
knowledge. Following the Mid-Winter 
Trust Conference Investment session at 
which references were made to many se- 
curities that have multiplied in market 
value during the past decade and even 
year, a trust officer told of a letter re- 
ceived from a lady who had been read- 
ing a ten-year report on a certain corpo- 
ration: 

me and as you see one hundred 

shares of the new stock would cost me 
over $9,000, while in 1948 one hun- 

dred shares cost just over $1,000. I 

would like to know where I can buy 

some of the 1948 shares as the new 
ones are much too expensive.” 

Lady, if you find more than you need, 
we ll be glad to take the balance off your 
hands. 

KB 
BANK To HANDLE INDIAN FUNDS 

The United States National Bank of 
Portland, Ore., has been selected to man- 
age the property of the 474 remaining 
members of the Klamath Indian tribe, 
the Department of the Interior has an- 
nounced. The property comprises 145,000 
acres most of which is timber land with 
a growth of ponderosa pine. The rest 
is a mixture of marsh, farm land and 
open range. 









COMPANY 


Rc 239th 
Pc Consecutive 
Quarterly Dividend 


A dividend of fifty cents per share 
on the capital stock of this Com- 
pany has been declared payable 
April 15, 1959, to shareholders of 
record March 13, 1959. 
EDWARD D. TOLAND, Jr. 
Secretary and Treasurer 











\ 
UNITED ones 


[Boston Mass., February 9, ci 











Pullman 
Incorporated 


— 390th Dividend — 
93rd Consecutive Year of 
Quarterly Cash Dividends 


A quarterly dividend of seventy- 


five cents (75¢) per share will be 
paid on March 14, 1959, to 
stockholders of record March 
2, 1959. 


CHAMP’ CARRY 


President 








._ TRAILMOBILE © 











INTERNATIONAL 


SHOE 
COMPANY 


192ND 


CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 45¢ 
per share payable on April 1, 
1959 to stockholders of record 
at the close of business March 
12, 1959, was declared by the 
Board of Directors. 

ROBERT O. MONNIG 


Vice-President and Treasurer 


February 24, 1959 
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"So then U.S. Steel invested $770 million in us” 


An American baby is born every eight seconds—11,000 every day—4,000,000 a year. Our population will 
soon be over 200 million. And as our population grows, our production must grow. We’ll need millions of 
new homes. . . new schools and hospitals . . . new highways to carry 75 million motor vehicles by 1970 
. . . not to mention countless appliances and conveniences that haven’t even been invented yet! 


No temporary setback can stop the growing needs of our population. That’s why United States Steel 
has gone ahead with expenditures totaling $770 million to provide more and better steels for tomorrow’s 
citizens. This is the practical way that we’ve demonstrated our faith in the future. 

USS is a registered trademark 


(iss) United States Steel 
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18 CREEPING INFLATION INEVITABLE? 


Financial “Security” Requires Political Education 


DR. MARCUS NADLER 


Professor of Finance, New York University 


N RECENT YEARS, THE BELIEF HAS BE- 
| pom widely accepted that creeping 
inflation is unavoidable, that the pur- 
chasing power of the dollar is bound to 
decrease at an annual rate of between 
114 and 3%, and that every farsighted 
individual should take measures to pro- 
tect the real value of his income and 
savings. The effects of this belief are 
already evident in the security mar- 
kets . . . with the return on high grade 
fixed-income obligations higher than that 
on many stocks. Trust companies and 
pension funds are gradually increasing 
the proportion of equities in estates and 
many individual bondholders are shift- 
ing into equities. Mutual trust fund 
shares are finding a rapidly growing 
market among persons who formerly 
never bought any securities, preferring 
to keep their savings in various thrift 
institutions. Some insurance companies 
are advocating the establishment of 
variable annuities. Up to now, the policy 
of buying equities rather than bonds has 
proven to be a wise one. 


Reasons for Concern 


Briefly, the basic reasons for belief 
that creeping inflation in the U. 5S. is 
inevitable are: 

1. The wholesale price index rose 
from 100 (1947-49) in 1949 after the 
great wave of postwar inflation, to 119.3 
at the end of 1958. 

2. The consumer price index rose 
from 101.8 to 123.7. Wages and costs of 
production in general have continued to 
move upward regardless of business ac- 
tivity and the size of unemployment. 
Many individuals therefore conclude 
that as soon as business again operates 
at capacity and employment is plentiful, 
the wage-price spiral is bound to re- 
sume its upward climb. 

3. There is a strong inflation bias in 
government—federal, state and local— 
evidenced by constantly increasing ex- 
penditures for goods and services. 

4. There is also a strong inflation bias 
among farmers and organized workers, 
who generally are not affected by de- 
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terioration of the dollar’s purchasing 
power. 

5. Finally, many people believe that 
moderate inflation is desirable because 
it creates favorable business sentiment 
and leads to satisfactory employment 
and profits. 

Borrowing from the banks or resort- 
ing to the printing press usually causes 
a decline in purchasing power of the 
currency. This is an invisible tax not 
officially imposed by Congress, but a tax 
just the same. Who are the principal 
groups on whom this invisible or “in- 
flation” tax has been imposed? 

1. All people living on pensions, so- 
cial security, and beneficiaries of life 
insurance policies and fixed annuities, 
as a general rule, older people living on 
the fruits of their previous labor. 

2. All owners of savings expressed in 
fixed amounts of dollars. This applies 
to millions of American families with 
savings accounts in banks, who own 
shares of savings and loan associations, 
or have bought “E” Bonds and other 
fixed-income obligations and mortgages. 

3. Individuals working for institu- 
tions unable to raise wages to meet de- 
terioration in purchasing power of the 
dollar, such as private schools and uni- 
versities, hospitals, and charitable in- 
stitutions. The inflation tax is thus im- 
posed on the weakest segment of the 
population, without vote, without de- 
bate, without congressional hearings, 
simply because the people affected are 
not organized to protect their interests. 

Inflation in any form is morally 
wrong, for it deprives the old and the 
thrifty of the fruits of their labor and 
undermines their economic security. If 
Americans were fully aware of the true 
nature of creeping inflation and what it 
does to their fellow-citizens advanced in 
years or unable to protect themselves, 
they would combat this moral evil with 
all their might. 


Is the Belief Warranted? 


During the World War, the money 
supply increased rapidly while the supply 
of civilian goods was limited. The enor- 


mous task of filling this economic vac- 
uum and the need of meeting the cur- 
rent demand for goods and _ services 
made inflation inevitable. The inflation 
wave that followed the outbreak of the 
Korean War, also had its origin in non- 
economic factors, although it could have 
been avoided. At the outbreak of these 
hostilities there was a great rush by con- 
sumers and business concerns to hoard 
commodities expected to be scarce or to 
rise in price. The Reserve authorities, 
still under the obligation to peg long 
term government bond prices, had lost 
effective control over the money supply 
and were unable to check the inflationary 
pressures. Moreover, the government was 
tardy in taking the necessary steps to 
check the sharp rise in prices. 

From 1952 through 1954, price in- 
dexes remained relatively stable, the 
wholesale index fluctuating around 110 
and the consumer index around 114. 

Creeping inflation really started in 
1955 and continued through 1958 even 
though business activity and employ- 
ment turned down in the fall of 1957. 
The consumer price index rose from an 
average of 114.5 in 1955 to 123.7 in 
1958. The increase occurred during 1955 
and 1956 in spite of the Reserve’s policy 
of active credit restraint and during 
1957 and 1958 in spite of the rather 
sharp decline in business activity and 
substantial rise in unemployment. 

The fact remains that there was a 
period of four years of relative stability 
in prices. The question therefore arises 
as to whether this was only the exception 
or whether the forces causing creeping 
inflation will be brought to a halt. 


Short and Long Outlook 


Renewal of inflationary pressures in 
the immediate future is not likely. Indus- 
try is still operating below capacity and 
productivity is rising. In all likelihood 
the total number of unemployed will re- 
main substantial at least in the next few 
months. Furthermore, competition at 
home and abroad is rising, and the large 
supply of farm products indicates a 
reduction in food prices during coming 
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TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


February 17, 1959 


A dividend of fifty-five 
(55c) cents per share was 
declared payable March 25, 
1959, to stockholders of rec- 
ord at the close of business 
March 5, 1959. 


Joun G. GreenBuRGH 


61 Broadway Treasurer. 


New York 6, N.Y. 





























FLORIDA POWER CORPORATION 
St. Petersburg, Florida 
February 19, 1959 


The Board of Directors of this Corpo- 
ration has this day declared a dividend 
of eighteen cents (18¢) per share on 
the outstanding Common Stock, pay- 
able March 20, 1959, to stockholders 
of record at the close of business 
March 5, 1959. 


G. F. FOLEY, Treasurer 


























Public Service Electric 
and Gas Company 


NEWARK.N. J. 


















QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
for the quarter ending March 
31, 1959: 


Class of Dividend 
Stock Per Share 


4.08% Cumulative Preferred . . $1.02 
4.18% Cumulative Preferred .. 1.045 
4.30% Cumulative Preferred .. 1.075 
5.05% Cumulative Preferred .. 1.2625 
$1.40 Dividend Preference .. .35 
ee 45 


All dividends are payable on or 
before March 31, 1959 to stock- 
holders of record March 2, 1959. 


J. IRvING KIBBE 
Secretary 








Y PUBLIC SERVICE 


CROSSROADS OF THE EAST 
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months. In addition, the Reserve au- 
thorities have already adopted a policy 
of mild credit restraint; member banks 
are operating with negative free reserves 
and money rates are rising. If inflation- 
ary forces should be renewed, the Re- 
serve will adopt a policy of active re- 
straint. It may therefore be assumed that 
at least during the next six months the 
purchasing power of the dollar will be 
relatively stable. 


Once industry operates at or near 
capacity, employment conditions are 
satisfactory and profits rise, there is a 
real danger that the wage-price spiral 
will be renewed and wage increases tend 
to surpass the rise in output per man- 
hour. The steel collective agreement to 
be negotiated may set a new pattern of 
wages which may rekindle the forces of 
creeping inflation. 


Economic Consequences 


Once the forces of inflation are re- 
newed, demand for credit will increase. 
There will be need for more working 
capital and accumulation of business in- 
ventories also will increase demand. 
Under such circumstances, the Reserve 
authorities will adopt a policy of active 
and possibly severe restraint. The avail- 
ability of bank credit will decrease and 
money rates will rise. 


State and local governments will have 
to pay more for public works because 
of the rise in prices and wages. Along 
with corporations, they will endeavor to 
anticipate their capital requirements be- 
cause of expected higher costs of con- 
struction and equipment. Demand for 
mortgage money is also bound to rise. 


At the same time, the supply of capi- 
tal seeking an outlet in fixed-income- 
bearing securities and mortgages is like- 
ly to decrease. Individuals, convinced 
that decline in dollar purchasing power 
is inevitable, will shift even more from 
bonds to equities. Pension funds will in- 
crease switching from bonds into equi- 
ties to hedge against inflation. Life in- 
surance companies will intensify efforts 
to obtain the right to sell variable an- 
nuities and if successful, this will also 
reduce the demand for fixed-income- 
bearing obligations. 


Under a policy of active credit re- 
straint long term money rates would in- 
crease and many would-be borrowers 
would not be able to obtain necessary 
capital. Experience during 1957 has 
proven conclusively that once the liquid- 
ity of banks and business concerns has 
been reduced and the velocity of de- 
posits cannot be further appreciably in- 
creased, a policy of active restraint be- 





TEXAS GULF SULPHURCOMPANY 


‘The Board of Directors has declared a 
dividend of 25 cents per share on the 
10,020,000 shares of the Company’s cap- 
ital stock outstanding and entitled to re- 
ceive dividends, payable March 16, 1959, 
to stockholders of record at the close of 
business March 2, 1959. 
E. F. VANDERSTUCKEN, JR., 
Secretary. 











BALTIMORE GAS AND 
! ELECTRIC COMPANY 


Serving one of America’s 
Great /ndustrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12% a share on the 
42% Preferred Stock, Series B; $1.00 a 
share on the 4% Preferred Stock, Series C; 
and 45 cents a share on the Common Stock, 
have been declared for the quarter ending 
March 31, 1959, all payable April 1, 
1959, to holders of record at the close 
of business on March 13, 1959. 


J. THEODORE WOLFE, President 


Dividends paid on the Common Stock continuously 
since 1910—always earned—never reduced. 
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Southern California 
Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 199 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 48 

27 cents per share. 


The above dividends are pay- 
able March 31, 1959, to stock- 
holders of record March 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, March 31. 


P.C, HALE, Treasurer 


February 19, 1959 
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gins to take effect. Business activity be- 
gins to decline, unemployment rises, and 
profits decrease. 


Cost-Push and 
Deficits 


However, during the recent recession, 
wages continued to rise in spite of de- 
clining business activity and growing 
unemployment, whoesale prices failed to 
decrease, and the cost of living, owing 
to constant raise in costs of services, ac- 
tually increased. Obviously, therefore, 
the recession did not cure the basic 
maladjustments. Both political parties 
were unwilling to permit even a modest 
deflation and favored massive federal 
intervention. Should the wage-price 
spiral again be renewed, it will start 
from a high level of prices and wages 
and invariably lead within a relatively 
short time to a sharp decline in busi- 
ness activity. In other words, the country 
will witness a repetition of the economic 
developments during 1957-58, perhaps 
in a much more severe form. 

As business activity again decreases 
and unemployment rises, the monetary 
authorities will take measures to prevent 
the incipient recession from becoming 
a severe depression. Credit policies of 
the Reserve will be reversed, availability 
of bank credit will be increased, and the 
Federal Government will again operate 
with a large deficit. Creation of new 
excess reserves will enable banks to 
acquire large amounts of government 
securities, thus increasing the money 
supply. Increase in the federal deficit 
plus the cost-push factors will therefore 
within a relatively short time create new 
inflationary fears; and when these fears 
cause anticipatory buying and hedging, 
we will again have a steadily rising re- 
tail price level. It is thus clear that if no 
positive measures are taken to remove 
the growing inflation psychology, creep- 
ing inflation will make the economy 
highly volatile, and business swings will 
become more pronounced. 


If the powers of the Reserve authori- 
ties should be curbed by congressional 
action, the most important weapon for 
fighting inflation would be dulled. Mone- 
tary discipline would disappear, and 
creeping could easily turn into galloping 
inflation. In either event, the conse- 
quences are undesirable and could be- 
come disastrous. 


International Results 
The return to limited convertibility 
by the countries of Western Europe im- 
poses on their governments and central 
banks the necessity to maintain fiscal 
and monetary discipline, otherwise in- 
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ternal imbalances would soon develop. 
If the U. S. accepts creeping inflation as 
a way of life, the consequences could 


be: 


1. The U. S. would gradually price 
itself out of world markets and its ex- 
ports decrease. The productive capacity 
of the free countries abroad has in- 
creased materially and the leading in- 
dustrial nations are operating on a mass 
production basis with the most modern 
equipment. Moreover, labor costs are 
substantially lower than in the U. S. 


2. Imports into the U. S., particularly 
of manufactured goods, would tend to 
increase rapidly. The U. S. would not 
be in a position to raise tariffs or to 
impose import quotas because this would 
drive the Free World to trade more and 
more with countries behind the Iron 
Curtain, which obviously is not in the 
economic and political interests of the 


U. 5S. 


3. The U. S. balance of payment 
would turn unfavorable which, together 
with a continued budget deficit, could 
lead to a large withdrawal of foreign 
short-term funds and a substantial out- 
flow of gold. 


At this point, the U. S. would be con- 
fronted with a serious dilemma. Unless 
it instituted strict exchange control, 
which is opposed to our tradition, it 
would be forced either to adopt drastic 
fiscal and monetary discipline or to 
devalue the dollar in order to make 
American goods competitive at home 
and abroad. Drastic deflationary meas- 
ures would lead to a sharp reduction in 
business activity and increased unem- 
ployment, Devaluation would be a blow 
to our economic and political prestige. 
Furthermore, it would be of not lasting 
value for, unless accompanied by appro- 
priate fiscal and monetary measures, it 
leads only to further devaluation later. 
Ultimately, the time comes when a na- 
tion has to face the hard facts and act 
accordingly, as conclusively demon- 
strated by recent developments in 
France. 


Conclusion 


Creeping inflation is morally wrong 
and economically unsound. If com- 
bated by Government and the monetary 
authorities, it can be only a temporary 
phenomenon. If, however, it is abetted 
by adoption of unsound fiscal policies 
and additional bank reserves to support 
the constantly rising cost of goods and 
services, it could theoretically continue 
for an indefinite time. 

If permitted to continue, it could 
lead to serious social, political, and eco- 


nomic changes, as was witnessed in so 
many countries after both World War-. 
Experience has fully demonstrated th: 
a policy of active credit restraint, pe+- 
sistently pursued, can bring any boom 
to an end, no matter how strong the in- 
flationary forces. 


There is, however, the danger that 
government intervention to prevent a 
readjustment from degenerating into a 
recession, might prevent correction of 
basic economic maladjustments and 
thus the foundation would be laid for 
another cyclical swing of greater magni- 
tude. 


If wages and prices in the U. S. con- 
tinue to rise and during each period of 
business decline the Government op- 
erates with large deficits, exports will de- 
crease and imports will rise. In time this 
will adversely affect business activity 
and employment and our international 
financial position. It will lead to loss of 
confidence in the dollar and to with- 
drawal of foreign short term dollar 
assets and a large scale outflow of gold. 
Either drastic fiscal and monetary re- 
straint or devaluation of the dollar 
would constitute the most serious de- 
feat of the U. S. in the cold war. 


So long as there is strong opposition 
co inflation by government and monetary 
authorities, both bonds and stocks have 
a place in every trust portfolio. But the 
timing of purchase and sales of the 
various types of securities will become 
more important. If, however, it should 
become evident in the not distant future 
that the inflation bias remains unshaken 
and that the political leaders have 
adopted creeping inflation as a way of 
life, which is inconceivable, then bonds 
of any kind, irrespective of quality and 
tax status, would have no place in any 
portfolio. 


It is inconceivable that the U. S. will 
adopt creeping inflation as a way of life. 
The Reserve authorities have already 
stated in unmistakable terms that they 
will oppose it. The State of the Union 
and the Budget Messages state in un- 
mistaken terms the opposition of the 


Administration to inflation. Without 
official acquiescence and assistance, 
creeping inflation will prove to be a 
temporary phenomenon. The rapid 


fluctuations in business activity, employ- 
ment, and profits will soon convince 
labor leaders and business management 
that inflation harms most people and 
benefits few. Once the economic facts of 
life have been learned, there will e 4 
general revulsion against the cons‘ant 
decline in the purchasing power of the 


dollar. 
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UNION CARBIDE CORPORATION 










1958 Annual Report Summary 


| ar re eet 
Net Income 


Per Share 


Per Share 


Earned Surplus............. 


Current Assets.............. 
Current Liabilities 


Total Assets 


Shares Outstanding 
Number of Stockholders. .... . 


Number of Employees........ 


‘ ‘ANNUAL E 





Mar. x 1959 


Dividends Paid 


1958 1957 








$1,296,532,373 $1,395,032,817 


124,936,845 133,740,818 
4.15 4.45 
108,265,402 108,307,512 
3.60 3.60 
622,201,752 605,530,309 


$ 653,350,387 $$ 639,190,691 


213,802,203 216,302,892 
1,530,476,376 —-1,456,353,350 
30,093,183 30,067,123 
126,739 123,943 
71,500 77,000 





Copies of the complete 1958 Annual Report of Union 
Carbide Corporation will be furnished on request. 
An illustrated booklet describing the products and 
processes of Union Carbide also is available. If you 
wish copies of these booklets, please write to the 
Secretary, Union Carbide Corporation, 30 East 


42nd Street, New York 17, N. Y. 
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REAL ESTATE AND MORTGAGES 


Merit Closer Trustee Scrutiny 


WILLIAM F. KEESLER 


Senior Vice President, The First National Bank of Boston 


RECENT SURVEY INDICATES THAT 
A corporate fiduciary investors, with 
the exception of some pension funds, 
generally have comparatively little in- 
terest in real estate or mortgage invest- 
ments, and unless there is strong in- 
terest expressed by co-trustees or bene- 
ficiaries, most inherited mortgages are 
liquidated and most real estate sold in an 
orderly but nevertheless expeditious fash- 
ion. 

There are understandable general rea- 
sons for this. The nature of the medium 
is complicated and admittedly requires 
considerable specialized know-how to 
evaluate investment acquisition and also 
subsequent management. There are many 
legal problems and in some states certain 
prohibitions exist, although these may 
not apply to some living trusts and to 
pension funds. 

We have had a rapidly growing 
economy for some time which has made 
available a substantial volume of invest- 
ment securities. Most trust investment 
men, well trained in this field, have 
applied that knowledge with a high 
degree of success. However, conditions 
do change and perhaps we should now 
take another look at additional media 
of investment, particularly real estate 
and mortgages. 

In analyzing the loan account in the 
commercial side of The First National 
Bank of Boston recently, we discovered 
that 30% of loans were to industries not 
in existence 25 years ago, and we are 
making at least a half-dozen types of 
loans unheard of 25 years ago. In fact, 
40% of income is from interest on loans 
and services of a type that did not exist 
15 years ago. 


Something of Value 


Within this same period, the govern- 
ment has gone into the real estate and 
mortgage business in a big way, and 
loans and investments backed up one 
way and another by governntent guar- 
anties have become available. 

The President’s Economic Report 
points out that total construction activi- 
ties will provide the largest contribution 
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to overall economic activity. In connec- 
tion with the residential field, it suggests 
that Congress must promote “a steadier 
and more assured flow of private funds 
into mortgages.” Whatever will happen 
in Congress to benefit the housing and 
construction industry is an unknown 
factor but it is a safe guess that it will 
be geared to encourage more privately 
financed construction. 


At the same time, there seems to be 
tangible evidence of a tendency on the 
part of business to do more and more 
financing on a bond, term loan, and lease 
basis, which has two definite effects. 

One is to thin down the security value 
of many equity stocks, and the other is 
to limit the future supply of topgrade 
stocks. To be sure, this increases lever- 
age in many cases and even enhances the 
value as a hedge against inflation. How- 
ever, at today’s level of the stock market, 
trustees still have to think about safety 
of principal as well as inflation and the 
possible desirability of cutting back in- 
vestments in common stock, thereby pro- 
viding more money in some media with 
higher current yields and more tangible 
security. 

Real estate is pretty basic. If its value 
is not maintained, there is a distinct 
question as to future value of most other 
investment media. 


If we do decide to take a new look at 
the real estate and mortgage field as a 
possible area for trust investment, let us 
first take a look at the major reasons 
for lack of interest and see if the ques- 
tions are so insurmountable that the 
corporate fiduciary is unable to operate 
satisfactorily and that this type of in- 
vestment can be handled only by in- 
dividual interests. 


Studying the Field 


It seems to me we have a definite re- 
sponsibility to come up with answers as 
to the feasibility of investments there, to 
which the major obstacles seem to have 
been: 


1. The specialized nature of each 
investment and the difficulty of fitting 


it into the pattern of an individual 
trust account. 


2. Because of legal problems that, 
even though answered, do not exist in 
the case of bonds and common stocks. 


3. Because of either a lack of li- 
quidity or a feeling that there is no 
liquidity. 

4. Because of the requirement in 
many instances of continuous manage- 
ment and the exvense incident thereto. 

5. Because of experiences with cer- 
tain types of real estate investments 
during the depression of the 30’s. 


These add up to quite a formidable list 
and undoubtedly tend to eliminate the 
purchase of real estate or mortgages for 
many accounts and certainly complicate 
the problem in the smaller trust depart- 
ments, but let us briefly discuss the pros 
and cons of each. 

First, the difficulty certainly exists of 
fitting any specific investment into one 
account. This, however, does not mean 
that a block of government-guaranteed 
mortgages cannot be split so that certain 
whole mortgages can be placed in their 
entirety in each of several accounts. De- 
pending on the size and _ limitations. 
maybe a single. larger, well secured 
mortgage or leaseback would be in 
order. 

Perhaps this is where the larger trust 
department comes in. In such a depatt- 
ment we should have at least one man 
with his eye continually out for real 
estate and mortgage deals. When he 
finds desirable ones, he should review 
with investment officers the accounts in 
which they might be purchased. Many 
have discovered a place for them in pen- 
sion or endowment funds. Mortgages 
backed up by leases or excellent credits 
which are rapidly amortized may be of 
interest to other accounts. 

The main point is: you have to have 
an expressed interest in such investments 
before they are available. There is no 
market place so they are all private 
placements. Many company-operated 
pension funds have acquired a reputa- 
tion for interest in them and have a 
pretty steady stream of offerings. At 
least, if you are continually considering 
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such items, you will have discharged 
your responsibility even if the particular 
offering, however desirable, does not fit 
any account when offered. 


Because of the lack of a market place 
for such investments, it is evident you 
have to look for them well before the day 
you need them. Procedure has not en- 
couraged this approach in most trust de- 
partments. The investment need in a 
particular account has arisen first, and 
time has not allowed every considera- 
tion because real estate and mortgage in- 
vestments may be more or less neces- 
sarily excluded. In other words, it might 
be said the privately operated fund is 
looking, at least, at all types of deals and 
the corporate fiduciary is more likely to 
conform to an investment pattern. 

This is not necessarily bad in a well 
organized trust department but could 
lead to possible criticism of a large cor- 
porate fiduciary on the theory that it is 
trying to look after too many accounts. 
Therefore, it adopts a too inflexible 
policy that does not allow it, without 
special effort, to take care of all the re- 
quirements of a specific account in the 
best manner. 


It is not impossible that some trust in- 
vestment officers would be surprised at 
what interesting investments are avail- 
able on occasion. 


Legal Hurdles 


Second on our list was legal problems. 
These cannot be minimized but they can 
be analyzed as they apply to certain 
types of real estate and mortgage invest- 
ment. Where difficulties have existed in 
some states, steps have been taken by 
legislative action to clear the problems. 
Corporate fiduciaries have fostered legis- 
lative changes to meet new conditions 
and maybe they should propose more 
improvements. 


Philip K. Herr, vice president and 
trust officer of the Fidelity Trust Com- 
pany of Pittsburgh, has quite properly 
recognized the possible need over some 
period ahead to seek out other areas of 
investment for trust funds including 
teal estate and last fall wrote to a num- 
ber of banks to compare ideas on this 
subject. 

As a result of this, some interesting 
legal questions were raised from which 
[ am quoting, without attempting to 
furnish any legal opinions, but some 
comments help illustrate the situation. 


Any specific answers would involve 
pethays 49 variations due to differing 
laws in the several states. 


l. Q.: Can a trust under a will or 


Marcir 1959 


under an irrevocable deed of trust 
buy real estate? 

A.: Generally yes in the absence 
of a restriction in the will or deed. 


Q.: Can a trust take title to real 
estate and, if so, what are the 
limitations? 

A.: A trustee may take title un- 
less it is in a foreign jurisdiction 
which may prohibit trust activity 
by an out-of-state trustee. Some 
states, however, have adjusted 
their laws in order to avoid impos- 
ing insurmountable problems to 
discourage out-of-state investors 
in real estate and mortgages. 


Q.: Could a nominee be created 
under applicable law for the pur- 


pose of owning real estate for 
trusts? 


A.: It is believed that in most 
jurisdictions this can be done for 
either real estate or mortgages. 


Q.: Can a trust become a partner, 
a limited partner, or a member of 
a syndicate for the purpose of 
owning real estate through a 
“straw man” designated to act for 
the partnership or syndicate? 


A.: A trust can probably enter 
into such an arrangement, techni- 
cally, but it should be realized that 
the trustee may render itself per- 
sonally liable for some obligations 
of the enterprise. This conse- 
quence may render the arrange- 
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ment inadvisable not only from 
the point of view of the trustee 
personally, but also from the 
standpoint of the trust, inasmuch 
as a trustee is entitled in proper 
instances to reimburse himself 
from the trust property. (This 
answer demonstrates that an ef- 
fort should be made through legis- 
lation to clear this point.) 


Q.: Could the device known as a 
Massachusetts Trust be used for 
the purpose of owning real estate 
for one or more trusts? 


A.: Yes. In certain parts of the 
country there has been in the past 
considerable investment by trus- 
tees in real estate trusts which 
are organized along ‘“Massachu- 
setts Trust” lines. Some of these 
trusts have an active market in 
transferable shares. 


Q.: Would a trust with broad in- 
vestment powers have the power 
to borrow money at the time of 
the purchase of real _ estate? 
Would it make any difference if 
the property being purchased al- 
ready was subject to a mortgage? 


A.: If a direct obligation is cre- 
ated, it is extremely doubtful if a 
trustee should borrow money with- 
out specific authority in the trust 
instrument; and even then, plac- 
ing other trust property at the 
risk of required liquidation to 
meet a debt might well be con-’ 
sidered questionable. If the trus- 
tee should be able to buy mort- 
gaged property without having to 
assume the mortgage obligation, 
this acquisition would not be a 
true borrowing. Such an invest- 
ment, of course, would have to be 
supported by the size of the equity 
and by the amount and stability 
of the income after servicing the 
mortgage. 


These questions and answers are 
covered to bring up for discussion fac- 
tors that should interest trustees and to 
demonstrate that every trust investment 
officer should have definite answers to 
such questions applicable to his own 
state and any other states in which he 
may be making investments, 

If these answers cannot be obtained 
because of too wide an area of opinion, 
joint efforts of trustees should be made 
to clear the legal problems by legislation 
or even test cases. 

It is only fair to state here that very 
qualified counsel advised me, and I 
quote: “I think it is fairly dangerous to 
deal with questions such as these with- 
out using hypothetical examples. Other- 
wise you are apt to get yourself into 
perilous generalizations.” 


What is Liquidity? 
The third major criticism seemed to 


be lack of liquidity. To begin with, qual- 


ity of real estate or mortgages can vary 
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as much as a blue-chip stock and a 
“dog.” Talking about liquidity, it is well 
to keep in mind just what we mean. Tim- 
ing is still all-important, and what type 
of security has liquidity guaranteed at 
either cost or par value? Certain classes 
of real estate with guaranteed net in- 
come as well as mortgages on this type 
of property are always marketable, and 
so are government-guaranteed mort- 
gages. There is a rate risk, and it may 
take more than a telephone call to nego- 
tiate a sale. The price will vary, but 
many trustees and banks have taken 
losses on both stocks and long term 
bonds, and on fairly short term bonds, 
too. They would not be willing to take 
as large a loss to liquidate a mortgage 
portfolio. 

Liquidity or marketability of mort- 
gage and real estate investment is not a 
factor in long term trusts permitting 
this ‘type of investment, nor would it be 
in many trusts where distribution would 
take place in the future but not prior to 
amortization of the particular invest- 
ment. 

It is also true that in a mortgage port- 
folio of long: standing there is a form of 
built-in liquidity through substantial 
regular amortization. Short term col- 
lateral or warehousing mortgage deals 
can be made to mature on a specific date 
in anticipation of making other invest- 
ments or distributing the fund. So, at 
least, we must qualify our statement 
when we say there is lack of liquidity 
in this entire medium of investment. 


Coping with Costs 

Our fourth problem was the require- 
ment of continuous management and the 
expense incident to servicing either real 
estate or mortgages. This surely is not an 
insurmountable problem because there 
always should be a yield spread which, 
with a proper adjustment of charges, 
can offset such expense. Again, the size 
of the account can make a difference. 
It has been pretty well established by 
experience that in managing pension 
funds the home-office cost of handling a 
portfolio of F.H.A. or G.I. mortgages 
with good local servicing and using the 
single debit system would not exceed 
14 per cent. So far as real estate is con- 
cerned, there are some types—for in- 
stance, the single tenant leaseback— 
that require very little work, and the in- 
come, part of which is taxfree because 
of depreciation, can be sufficient to 
justify some extra charges for acquisi- 
tion and management. 


This is 1959 
Finally, but not the least, is the fifth 


problem on our list. This relates to ex 
perience with certain types of real estat, 
investments during the depression. Wh, 
is it that every one remembers the heac- 
aches of the participating interest in 
real estate and mortgages, and seeming- 
ly forgets that there was no practical 
market for common stocks at that same 
time? The corporate bond market was 
also very demoralized. Do not misunder- 
stand me! I am not recommending a 
renewal of the practice as it was han- 
dled; but even then many did not work 
out too badly for the beneficiaries; and 
most of the problem came, not from at- 
tempting to dispose of partial interests 
at a discount, but by attempting to 
switch interests to other accounts. 


In any event, as already mentioned, 
leasing methods have changed, mortgage 
patterns have changed, and government- 
guaranteed mortgages were not in exis- 
tence at that time. The amortized mort- 
gage then was nearly unheard of; and 
although the real estate appraisal busi- 
ness today is no more of an exact science 
than security analysis, great strides have 
been made and the opinion of qualified 
appraisers is available. 


This discussion does not answer all 
the problems but there is reason to be- 
lieve that we should have more flexibility 
in thinking in connection with this in- 
vestment medium. A large trust depart- 
ment is apt to inherit such investments, 
even participations and the joint ven- 
tures previously mentioned. In order to 
apply proper management and _ judg- 
ment, we must be familiar with them. 
If such investments were to be liqui- 
dated, we might run into a market where 
we would have a tough time to replace 
them with added or equal capital safety. 
or with an equally satisfactory net yield 
after taxes. 


The corporate fiduciary cannot aflord 
to be subject to criticism for what it does 
not do, any more than for what it does. 
Therefore, in order to satisfy in the best 
manner the requirements of varying 
accounts, it must maintain flexibility and 
a willingness to investigate the potentials 
of any investment media which definitely 
include the changed types of real estate 
and mortgage investments. 


A AA 


@ A deposit gain of $120 million duri 
January was reported for the nati’ 
518 mutual savings banks. The fig» 
released by the National Association 
Mutual Savings Banks, also indica 
that the banks were continuing to : 
to their mortgage holdings. 
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In 1958 Columbia Gas System served more people 


with more natural gas than ever before 


In 1958, more than 3,000,000 homes and businesses 
needed more than 700 billion cubic feet of gas from 
Columbia —’57 billion more than in 1957. Among 
this total were 58,000 new house heating customers. 


To meet these needs, Columbia Gas invested 
$82,700,000 in new construction and property im- 
provements, and contracted for billions of cubic 
feet of new reserves in the Appalachian section and 
the Southwest. 


Late in 1958, Columbia Gulf Transmission Com- 
pany, a new subsidiary, acquired the Gulf Inter- 
state pipeline, to help assure additional supplies of 
southwest gas to serve growing customer needs. 


Columbia Hydrocarbon Corporation’s fractiona- 
tion plant at Siloam, Kentucky, began full-scale 


operations during December, 1958, producing 
propane, butane and natural gasoline. It is also a 
potential source of ethylene for the petro-chemical 
industry. 


To learn more of Columbia’s continuing invest- 
ment in service—along with financial details—write 
for your copy of our 1958 Annual Report. 


THE COLUMBL 







‘SYSTEM, INC. 


OLUMBIA GAS SYSTEM SERVICE CORPORATION 
COLUMBIA HYDROCARBON CORPORATION 
120 EAST 41st STREET, NEW YORK 17, N. Y. 


CHARLESTON GROUP: UNITED FUEL GAS COMPANY, AMERE GAS UTILITIES COMPANY, 
ATLANTIC SEABOARD CORPORATION, COLUMBIA GAS OF KENTUCKY, INC., VIRGINIA 
GAS DISTRIBUTION CORPORATION, KENTUCKY GAS TRANSMISSION CORPORATION... 
COLUMBUS GROUP: THE OHIO FUEL GAS COMPANY, THE OHIO VALLEY GAS COMPANY 
... PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COMPANY, COLUMBIA 
GAS OF NEW YORK, INC., CUMBERLAND AND ALLEGHENY GAS COMPANY, HOME GAS 
COMPANY. ..COLUMBIA GULF TRANSMISSION COMPANY... THE PRESTON OIL COMPANY 





EQUITIES IMPORTANT MEDIUM 


For Pension and Profit-Sharing Trusts 


C. WADSWORTH FARNUM 


Vice President, Bankers Trust Company, New York 


CCORDING TO THE SEC SURVEY AS OF 
A the end of 1957, reserves in cor- 
porate pension funds totaled $19.3-bil- 
lion at book values (they are probably 
approximately $22-billion now). The dis- 
tribution, on the basis of book values, 
was 10.5% in U. S. Governments, down 
from 31.6% at the end of 1951; 53.8% 
in corporate bonds, up from 45.4% six 
years earlier; 3.2% in preferreds, little 
changed from the 1951 figure of 4.0%; 
5.9% in miscellaneous investments (pre- 
sumably principally mortgages and real 
estate), up from 3.0% in 1951; and 
24.7% in common stocks, up from 
11.8% in 1951. On the basis of 1957 
year-end market values, the distribution 
was 71.8% in fixed-income investments 
and 28.2% in common stocks. If the 
S.E.C. figures went back to the mid or 
late 1940’s, they would clearly reflect 
something in the nature of a revolution 
in the attitude toward investment of 
these funds. Whereas at one time they 
were regarded as havens of fixed-income 
investments, with great emphasis on 
U. S. Government bonds, they are now 
in many quarters thought of as pools of 
capital ideally suited to the accumulation 
of large proportions of common stocks. 
As such they receive, somewhat mistak- 
enly it seems to me, credit or blame for 
the present sharp rise in the general level 
of stock prices. Persons who should 
know better profess to worry about pen- 
sion funds ultimately controlling many 
of our corporations. 

Those of us responsible for pension 
fund management would do well to re- 
mind ourselves and the public of a few 
facts on how the reserves in these funds 
fit into the institutional picture. Corpo- 
rate pension funds and public (state and 
local) pension funds together aggregate 
about $37.5-billion at the present time; 
this total can be compared with $107- 
billion admitted assets in life insurance 
companies, $37.8 billion assets in mu- 
tual savings banks, $54.8-billion in sav- 
ings and loan associations, $62.8-billion 
in time deposits of commercial banks, 
and $13.5-billion in open-end mutual 
funds. The total reserves in corporate 
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pension funds, which at market values 
amount to around $24.5-billion, of which 
probably no more than $9-billion are 
represented by common stocks, may be 
compared with the 1958 year-end market 
value of $276-billion for all stocks on 
the New York Stock Exchange. It is true 
that corporate pension funds are growing 
at a faster rate than many of the other 
institutions, but they are a long way 
from dominating the investment mar- 
kets. 

It is much more important to examine 
the fundamental reasons for the signifi- 
cant change in emphasis in the direction 
of equity rather than fixed-income 
investments. Once generally regarded 
as pools of capital suited primarily 
for riskless or near-riskless investments, 
they now present a definite challenge 
to the portfolio manager to achieve 
superior investment results by being ag- 
gressive, ingenious, and inventive. 


Favorable Investment Environment 


The long term nature of pension-fund 
reserves and the small amount of near- 
term or demand liabilities in relation to 
accumulated funds are a most important 
consideration. On the twin assumption 
that we shall neither adopt a socialistic 
system nor destroy ourselves through nu- 
clear war, evidence abounds that in the 
dynamic type of economy in the United 
States of the late 1950’s and which is 
foreseen for the 1960's, there will con- 
tinue to be many opportunities for suc- 
cessful investment in equities. The de- 
gree of success will depend on skill in 
selecting the best situations and the pa- 
tience with which long term results are 
awaited. Many investors cannot take a 
long term viewpoint, but pension funds 
are fortunately not in this category. Low 
initial dividend yields need not be a bar 
to investments in stocks where sound 
judgment indicates superior results over 
the longer term. 


Absence of tax complications is a fur- 
ther favorable factor. The manager may 
make decisions without reference to cap- 
ital-gain-tax considerations or without 
the problem of providing a reasonable 


after-tax income. Decisions can be made 
purely on investment judgment. 


The continued availability, over a long 
period of time, of funds for investment 


adds to the favorable environment. With 


funds available at approximately regular 
intervals, the portfolio is built up, more 
or less of necessity, on the dollar-aver- 
aging principle. This means that hold- 
ings can be acquired at prices averaging 
less than the average prices prevailing 
during the accumulation period. I do not 
infer that I advocate that portfolio man- 
agers acquire stocks on a mechanical 
basis, nor do I believe that a mechanical 
program is, in fact, often followed. Su- 
perior results, I am confident, will be 
achieved by varying the pattern of buy- 
ing as investment judgment dictates. 
Nevertheless, availability of funds in 
varying economic and market climates, 
providing a more or less automatic re- 
serve of buying power, tends to remove 
any necessity of attempting to time pur- 
chases. To one who, like myself, is im- 
pressed with the overriding importance 
of selection rather than timing in achiev- 
ing superior investment results, this 
built-in advantage is most important. It 
takes the factor of guesswork out of port- 
folio management. 


I am sure that all of you are familiar 
with the various studies of dollar-averag- 
ing programs. Even when started at a 
bad time, such as 1929 or 1937, it took 
a surprisingly few years for the market 
value to equal the cost. Another impor- 
tant conclusion is that the starting time 
is of little significance, assuming that 
the program is continued. For example, 
programs started in 1926, 1929, and 
1932 each continued for ten years, 
achieved practically identical results at 
the end of the ten-year period; and pro- 
grams started in 1926, 1929, and 1932 
and continued through 1958 also had 
virtually similar results by the end of 
last year. 

With this favorable environment due 
to the long term nature of the funds, 
their continued growth, the opportunity 
to dollar-average, and the absence of tax 
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problems, the portfolio manager faces 
the fundamental challenge of how to 
make the reserves as productive as possi- 
ble. within the framework of the type of 
investing implicit in managing reserves 
set aside to pay old-age benefits. 


Purpose of Pension Fund Reserves 


By far the greatest number of pension 
plans are of the definite-benefit type; 
variable annuity plans are very much in 
the minority. Because such benefits are 
stated in dollars, the amount of which 
can be actuarially determined, it can be 
argued that fixed-income investments 
alone are required to achieve these pur- 
poses. In fact, until the late 1940’s, such 
arguments were persuasively made, and 
pension funds were largely invested in 
bonds. This point of view, completely 
understandable in terms of rationality, 
overlooks two most important consider- 
ations: first, the undeniable fact that the 
long term record of the United States 
economy shows a persistent decline in 
the purchasing power of the dollar, with 
corresponding rises in living costs and 
wage and salary scales; and, secondly, 
the particularly favorable investment cli- 
mate in which pension funds find them- 
selves. 

As to the first of these the long term 
inflationary trend — some additional 
comments are in order. These can be 
summed up by suggesting that the pur- 
pose of pension reserves is not, realis- 
tically, to provide funds with which to 
pay pensions according to a definite- 
benefit formula but to provide funds 
with which to pay pensions adequate in 
terms of living costs and salary and wage 
scales. This does not mean that I am ad- 
vocating variable pensions; I am mere- 
ly saying that, viewed realistically, pen- 
sion scales are going to be revised up- 
ward from time to time to make them 
adequate, and adequacy is going to be 
measured in terms of any future upward 
rises in living costs and wages and sal- 
aries. Viewed in this manner, and bear- 
ing in mind that a relatively modest in- 
crease in investment return can have a 
significant effect on pension costs, the 
challenge to the manager of pension- 
fund portfolios becomes apparent: his 
task is to manage the reserves so that the 
costs of benefits, which must be assumed 
to be in an ascending scale, may be min- 
mized. The challenge is comparable to 
that before American industry: to re- 
duce costs and improve product. 

With this assignment the practical 
task of the portfolio manager is to man- 
age for the best investment return, con- 
sistent with the purposes for which the 
reserves are created. These purposes pre- 
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clude speculative and untried ventures 
but do not prevent an aggressive invest- 
ment policy to enable him to exercise his 
best judgment as to what constitute re- 
warding investments in a dynamic econ- 
omy. If in exercise of that judgment, 
substantial amounts of common stocks 
seem indicated, they can and should be 
purchased. If the best values seem to be 
in industries and companies in which 
initial dividend returns are small, pri- 
marily because prospects are so favor- 
able that managements prudently rein- 
vest a substantial portion of earnings, 
low return should not be a deterrent to 
purchase because of the long term na- 
ture of the investment. I believe that the 
key to successful investment in common 
stocks is through the industry approach 
— by selection of industries which have 
the best prospects and choice of compa- 
nies within those industries with man- 
agements skillful enough to capitalize on 
their opportunities. 

Since even moderate inflation serious- 
ly erodes the return from fixed-income 
investments, the trend toward increasing 
use of stocks seems likely to continue as 
long as pension-fund trustees find equi- 
ties which, in their opinion, will achieve 
more favorable results than fixed-income 
investments. The erosion of bond yields 
in terms of constant dollars is shown by 


a study which traces the history of a 
twenty-year Aa bond bought in 1938 to 
yield 3.30%. Using the Bureau of Labor 
Statistics Consumers Price Index as a 
guide to the purchasing power of the 
dollar, the study shows that when in- 
terest payments and the 1958 maturity 
value are converted to 1938 dollars, the 
result is no yield at all and a loss of 
6.6% of capital. The proportion of 
stocks in individual funds will vary, be- 
ing influenced by the industry in which 
the company operates and the circum- 
stances of the particular company. Pen- 
sions are so important in our economic 
framework that investment policy for an 
individual company’s fund can be estab- 
lished properly only in relation to the 
company’s overall program and circum- 
stances. 


Fixed-Income Investments 


It is my opinion that we shall con- 
tinue to see increasing emphasis on com- 
mon stocks. I also believe that the trends 
which have been in evidence in the fixed- 
income segment of the portfolio will con- 
tinue. Basically, the trend has been away 
from emphasis on minimizing credit 
risks, with the consequent sacrifice of 
something in yield) to a program of 
improving yields. The shift from gov- 
ernment to corporate bonds is only the 
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most obvious step in this direction. In 
the corporate field, there has been more 
emphasis on direct placements rather 
than public offerings, which has tended 
to bolster yield. While on the subject of 
corporate yields, I should like to men- 
tion the importance of nonrefundable 
and noncallable provisions. While it is 
undoubtedly unlikely that we shall re- 
turn in the foreseeable future to an era 
of artificially low money rates, experi- 
ence of the past five or six years clearly 
demonstrates the extreme volatility of 
long term yields, and the sensitivity of 
the long term bond market to changes 
in official policy, business prospects, and 
volume of new financing. Under such 
circumstances, the risks of having high- 
coupon bonds refunded in periods of 
lower rates are still present. The assign- 
ment of the pension-fund trustee is to 
achieve the best rate of return in the 
light of existing circumstances. Because 
of the long term nature of pension funds, 
the trustee is willing to lend money on 
a longterm basis to companies whose 
credit deserves this accommodation. In 
times of relatively high rates, it is the 
trustee’s assignment and duty to nail 
these rates down for as long a period as 
possible. This is not accomplished when 
a corporation can quickly turn a long 
term investment into a short term one 
by exercising its privilege to call for re- 
funding at a lower rate. One feature that 
makes U.S. Government bonds attractive 
is that they are generally noncallable, or 
callable only a few years before maturity. 
Pension-fund trustees, as a class, could 
do well to give more attention to this 
problem. 


Other trends in fixed-income invest- 
ments are toward a greater use of mort- 
gages and real estate, particularly sales- 
and-leasebacks, again with the objective 
of higher yield. Both types of investment 
present administrative problems — but 
slowly — but none the less surely — 
progress is being made toward reducing 
costs of handling small mortgages and 
toward clearing up some of the legal 
problems involved in real estate owner- 
ship. State laws and practices in many 
instances still act as barriers to the flow 
of pension funds into these investments. 
This is a handicap both to pension 
funds and to individual states. 


Sales-and-leasebacks are attractive not 
only for satisfactory initial return but 
also for the ultimate ownership of the 
equity without a lease. As indicated ear- 
lier, pension-fund trustees can afford to 
be patient; and while the rewards may 
not be reaped during the term of the 
present generation of portfolio man- 
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agers, their successors may in many in- 
stances have occasion to congratulate 
them, in absentia, on their investment 
acumen. Similar opportunities to obtain 
an ultimate equity exist in corporate ob- 
ligations, both publicly offered converti- 
ble issues and direct placements with an 
equity feature. 


It is not surprising, in a period of 
rising interest rates, that preferred stocks 
have been of declining importance in 
pension-fund portfolios. Certainly those 
purchased at times of appreciably lower 
rates are now something of a problem, 
because there seems little likelihood of 
salvaging the entire amount of the or- 
iginal investment, now valued at consid- 
erably lower levels. It seems apparent 
that pension trustees have generally con- 
cluded that absence of a maturity makes 
preferreds generally unattractive and 
that their use should be restricted prin- 
cipally to convertible issues and those 
with sinking funds. This is not to say 
that if purchases can be confined, on a 
time basis, to periods of high rates, they 
may not work out reasonably satisfac- 
torily; but many trustees, with good 
reason, prefer when they abandon in- 
vestments with a fixed maturity, to go all 
the way into commons rather than invest 
in preferreds. 


Profit-Sharing Funds 


There are many variations in the way 
profit-sharing plans pay benefits to par- 
ticipants, which result in a great vari- 
ance in investment policies adopted. The 
simplest are plans of the retirement type 
where benefits are paid only on retire- 
ment or on prior termination of employ- 
ment because of death or separation 
from service. It can be argued that these 
funds are, like pension funds, long term 
capital pools which afford an ideal vehi- 
cle for accumulation of large amounts of 
stocks. The difficulty is that benefits are 
related to market values at specified dates 
so that market risks are taken by the par- 
ticipating employees, as contrasted with 
pension funds where the risks are really 
taken by the employer. Furthermore, 
composition of the participants is heter- 
ogeneous, varying from persons with a 
high degree of sophistication in invest- 
ment matters to those with no knowledge 
at all, and from individuals who are 
approaching the age at which their bene- 
fits will be drawn down to those who are 
looking forward to a long period of ser- 
vice and a long period in which to ac- 
cumulate stocks in the profit-sharing 
trust on a basis free of tax considera- 
tions until payment of benefits is actually 
made. Management attitudes toward the 


funds vary also. Furthermore, profii- 
sharing funds have been established hy 
companies with a high degree of eari- 
ings stability in which continuity of rey- 
ular contributions can be assumed, as 
well as by companies in cyclical indus- 
tries where there may be years in which 
no contributions are made. All of these 
factors naturally enter into the develop- 
ment of individual investment programs 
for profit-sharing trusts. As a result. it 
is my observation that not only is there 
considerable variation in the policies for 
individual funds but also that there tends 
to be somewhat less emphasis on stocks 
than in pension-fund portfolios. A tech- 
nique for eliminating some of the prob- 
lems is to give participants a choice of 
several avenues of investment. This has 
been used to a limited extent and may be 
more widely adopted in the future. 


Impact on 
Capital Markets 


Using estimated figures for 1958, net 
purchases of corporate bonds for the 
last five years by corporate pension 
funds covered by the S.E.C. study aggre- 
gated $6.7-billion, which is 24.9% of 
total net additions to outstanding corpo- 
rate bonds in this five-year period. In 
the same five years, net acquisition of 


common stocks by corporate pension 
funds amounted to $4.5-billion, which 
is 42.5% of net new issues of common 
stock during the period. 


Despite their relatively late appear- 
ance upon the financial-institution scene 
and their comparatively modest size in 
relation to other financial institutions, 
corporate pension funds obviously play 
an important role in the field of corpo- 
ration finance, particularly in equity 
markets, It was not too long ago that 
economists were concerned, and right- 
fully so, with the shortage of equity 
capital. With the current realization of 
the importance of equity securities in 
pension-fund portfolios, this shortage is 
being supplied in an impressive manner 
— to the benefit of both the general econ- 
omy and the individual corporations 
whose pension funds supply the demand 
for equity securities. 


A A A 


@ Dudley W. Apps, trust officer of 
Manufacturers National Bank of Detroit, 
was selected for promotion from Com- 
mander to Captain of the U. S. Naval 
Reserves, by the United States Navy 
Selection Board. The promotion has been 
approved by President Eisenhower. Mr. 
Apps is a graduate of the University of 
Michigan Law School. 
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Do Investment Managers 


()VER-EMPHASIZE INDUSTRY TRENDS? 


THOMAS J. HERBERT 


Executive Vice President, Investors Management Company, Inc., Elizabeth, N. J. 


N SEARCH FOR INVESTMENT OPPORTUNI- 
] ties, an appraisal of the relative po- 
sitions and prospects of various indus- 
tries is often a good starting point — 
particularly a study of long term trends. 
We must know the points of strength 
and weakness in each industry to weigh 
the merits of individual companies. We 
might say that we study industry trends 
in an attempt to improve our batting 
average. Whenever investment men get 
together, an inevitable question is, 
“Which industry groups do you like cur- 
rently?” This seems to imply that the 
selection of the groups having the most 
favorable current outlook will determine 
the diversification of a portfolio and as- 
sure a successful experience. I think this 
is overemphasizing the importance of in- 
dustry trends. Companies within a speci- 
fic industry just don’t all go the same 
way at the same time. Management is 
the most important ingredient in com- 
pany success or failure and you can’t 
buy management on an _ industrywide 
basis. 

In the last couple of years, for exam- 
ple, the trends of the home television 
and radio industry were pretty poor; 
but during this period, Zenith Radio 
proved to be a stellar holding. Zenith 
did not go overboard on automation or 
color television, and with a quality line 
of products maintained adequate profit 
margins, It proved to have.the best dis- 
tribution in its industry, and a company 
condemned by many investors as a one- 
man operation showed sufficient manage- 
ment know-how to be the leader in an 
ailing industry. Every one who decided 
in 1957 on the basis of an industry an- 
alysis to avoid TV and radio stocks 
missed Zenith. 

The mistake in too closely adhering to 
industry considerations is,sometimes has- 
ed on long range as well as short term 
forecasts. It is easy to develop strong 
feelings on the favorable or unfavorable 
trend characteristics of certain indus- 
tries. For example, many of us for years 
have felt that the tobaccos represented 
an unattractive area unless current in- 
come was of prime importance. The eco- 
nomics of the industry seemed to show 
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that despite steadily rising sales, the pro- 
spective gain in earnings was negatived 
by rising costs of raw materials, process- 
ing and promotion. Historically, tobacco 
stocks have performed less well than 
market averages except during periods 
of economic readjustment. In this frame 
of mind, many of us failed to see the turn 
around in the fortunes of P. Lorillard 
and Co. which has resulted in a sharp 
earnings upturn over the past two years 
and an almost comparable rise in mar- 
ket price of the stock. 

Numerous other examples could be 
cited where the fortunes of an individual 
company have run counter to long or 
short term industry trends. It is neces- 
sary to put industry trends in proper 
perspective, and I strongly suggest that 
their consideration should be secondary 
to the selection of individual companies. 
Six years ago, we set up a new mutual 
fund, Diversified Growth Stock fund, 
to be invested entirely in growth stocks. 
The potential of above-average capital 
appreciation was to be the primary ob- 
jective, with no emphasis on current in- 
come. We decided upon a policy of lim- 
ited diversification so as not to dilute 
management’s judgment in selecting the 
most desirable holdings. Applying the 
industry approach, it seemed to us that 
over the years ahead three strong growth 
areas stood out above all others: (1) 
chemicals and drugs; (2) oil and gas; 
(3) electronics and automation. The de- 
cision was to place 7% of the total port- 
folio in these areas, which meant ap- 
proximately 22% in each of the three. 
The remaining 14 of the fund was to be 
invested in individual securities with 
strong growth trends irrespective of the 
industry in whicktthey operated. 

The portfolio was so invested, and at 
the end of two years a review of its rela- 
tively satisfactory but not phenomenal 
performance disclosed several things. The 
heavy industry concentrations per se had 
contributed nothing by way of superior 
performance. There were laggards and 
leaders within each group. The results 
attained had come primarily from the 
good performance of most of the mis- 
cellaneous list of companies selected on 


an individual basis. So we abandoned 
the concept of industry concentration as 
a determinant of portfolio diversifica. 
tion and for the past four years have 
concentrated on keeping the fund in. 
vested in about 50 companies with the 
strongest growth trends we have been 
able to identify. This has resulted in 
holdings spread over a wide range of 
industries, including several not ordin- 
arily thought of as growth industries, 
such as food (Dominion Stores, Kel- 
logg Co.), cosmetics (Avon Products and 
Beauty Counselors), and__ publishing 
(Grolier Society). In the cosmetic and 
publishing fields, incidentally, our play 
has not been on the products so much 
as on the trend toward direct-to-home § 
distribution of products. 

In this connection, it is interesting to 
note the changing trends of merchandis 
ing. Years ago we had general stores 
and peddlers; and we progressed from 
that to large department stores, apparel 
and food supermarkets. Now we seem to 
have gone all the way around the circle, 
and we see a geographical splitting up o! 
large department store into smaller 
units. We see the food supermarket tak- 
ing on nonfood products and becoming 
an oversized general store, and we set 
the resurgence of door-to-door selling in 
various fields. All of these changes create 
investment opportunities and in some 
cases negative the continued desirability 
of previously satisfactory holdings. This 
is the way to use industry trends as @ 


starting point for finding the individual } 


companies that have the best chance o! 
surging ahead of the crowd. 

Now let us try to look behind industry § 
trends at a few basic considerations thal 
may create favorable or unfavorable 
areas of investments. Specifically, let 
briefly consider population trends. tech 
nological or scientific advances, the ex 
panding demand for natural resources. 
cyclical industries, and the question of 
foreign competition. 


Changes in Population 


Growth in industries and in the econ 
omy as a whole depends upon people. 
There must be a labor force to produce 
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goods and services and a market for all 
the goods and services produced. Our 
present U. S. population of 175-million 
js currently expanding at a rate of 3-mil- 
lion a year, and this rate is forecast to 
accelerate so that by 1975 population 
may reach 232-million. (Government es- 
timates for 1975 range from 216-million 
to 244-million depending upon which 
fertility assumption is used.) In other 
words, total population is likely to in- 
crease by one third over the next 17 
years, but the number of people in the 
age group making up the labor force — 
18 through 64 — will increase by only 
25%. This estimate is fairly accurate, as 
those entering this age group by 1975 
have already been born. Thus, on a rela- 
tive basis we can anticipate fewer people 
in 1975 to produce goods and services 
for the greatly enlarged population. This 
means a continuation of heavy expendi- 
tures for research and development to 
produce new processes as well as new 
products. It will require continued heavy 
capital expenditures on the part of in- 
dustry, and to me it means a continuation 
of inflationary pressures. 


We can also anticipate further geo- 
graphic shifts in population, continua- 
tion of the trend of movement from 
farms to cities, from cities to suburbs, 
and in general faster growth on the West 
Coast and parts of the South. There will 
be changes in social, economic, and po- 
litical institutions and in the way people 
live. The insatiable demand of the Amer- 
ican public for a higher standard of liv- 
ing and more leisure time seems likely 
to continue. 


Looking at the question of population 

on a worldwide basis, the same basic fac- 
lors apply. Present world population is 
about 2.8-billion and is estimated to be 
increasing at about 44-45-million people 
a year. Allowing for a large error in 
these estimates, the magnitude of the 
figures is nevertheless impressive. The 
population trends will create favorable 
backgrounds for numerous industries. 
Looking ahead, some of the fastest grow- 
ing areas to be affected will include: 
_ Electric Energy Sales — Still a growth 
industry for the next decade but contain- 
ing relatively few growth stocks since 
these are regulated companies with a re- 
‘tricted rate of return and much of the 
gtowth is dissipated by the dilution of 
‘quity positions to finance the needed 
*xpansion of facilities. 

Building and Construction — The ben- 
ets should accrue to suppliers of resi- 
dential materials, to producers of ce- 
ment aid cement products, and manu- 
lacturers of air-conditioning equipment. 
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The desirability of stocks within these 
product areas varies greatly. 

Life Insurance — Investment oppor- 
tunities here are only slightly dimmed 
by the prospect of higher taxes, but in 
numerous companies the strong trends 
are diluted by the cyclical casualty and 
fire operations. 

Retail Distribution — The trends at 
the moment favor grocery chains and the 
companies engaged in direct-to-home 
selling, but other areas may become at- 
tractive as new merchandising methods 
evolve. 

Manufacturers of Baby and Breakfast 
Foods — would seem to have a perfect 
play on the population trends. 

Drug Companies — Another benefici- 
ary of population trends as well as tech- 
nical advances. 

Air Transport — This has been a 
growth industry for a long time from the 
standpoint of usage. Up to now, the 
strong growth trend has been dissipated 
by rising costs of operation, quick obso- 
lescence of equipment, and an inability 
to raise rates because the industry 10 
years ago had a high return on its lim- 
ited invested capital. The situation is 
worth watching at the present time. With 
the advent of jet planes, the obsolescence 
factor may be temporarily lessened; and 
with the build-up in capital within the 
industry, rates of return have been re- 
duced to a point that this regulated in- 
dustry may be able to attain a better 
balance between revenues and expenses. 

Recreation — Opportunities here are 
excellent in such areas as boating and 
photography. 

This listing is not intended to be all 
inclusive, but rather illustrative of areas 


that should benefit from population 
trends. 


Technological or Scientific 
Advances 


These have an obvious bearing on the 
trends of many industries. Things seem 
to wax and wane on a cyclical pat- 
tern. We have seen the creation of en- 
ergy change from water to steam to elec- 
tricity, and we now see the emergence 
of atomic energy which will probably 
not be an important factor until some 
time beyond the next decade. The elec- 
tronics industry is a good example of 
changing technological trends, For about 
40 years the expansion has surrounded 
the application of the vacuum tube. As 
these applications seem to be reaching 
their peak, we now see solid-state elec- 
tronics coming to the fore in a new cycle 
which will probably dominate the elec- 
tronic art for the next 40 years. This 
new pattern of solid-state electronics will 
be tied to ferrites, ceramics, micro mini- 
aturization, transistors, and other semi- 
conductor devices. We are on the brink 
of important developments in the area of 
chemical and thermo-electric conversion 
which could push internal combustion 
engines completely out of the picture, 
both for airplanes and automobiles: 

As we look today at the broad fields 
of solid-state electronics and atomic en- 
ergy, it is safe to predict that a whole 
new pattern of industry and civilian in- 
dustrialization and instrumentation will 
be created through the refinement and 
development of these new arts. In most 
cases, it may be too early to identify po- 
tential leadership in these areas; but we 
should be alert to find companies which 
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recognize these trends and take steps to 
develop them aggressively up to the level 
of acceptance. An outstanding example 
in recent years is Texas Instruments. 


Other industries which should con- 
tinue to benefit from technological ad- 
vances will include office equipment, in- 
strumentation, and chemicals particular- 
ly plastics. Anything having to do with 
guided missiles and space projects in the 
next decade will also have a favorable 
trend; but here it is difficult to isolate 
individual companies because of rapid 
changes in technology, and changing 
military programs as related to specific 
projects. Participation in this field via 
electronic and component manufacturers 
may be the most realistic at the present 
time. 


Expanding Demand for Natural 
Resources 


Aluminum and other light metals are 
generally regarded to have favorable de- 
mand trends, not only from population 
increase and overall growth of the econ- 
omy, but from development of new mar- 
kets where these products are substituted 
for others. Fiber glass is in the same po- 
sition. The fortunes of aluminum com- 
panies are tied to both supply and de- 
mand; and with excess current capacity, 
it is difficult to visualize earnings rising 
sufficiently to match the anticipated 
build-up in usage reflected in the market 
levels of aluminum stocks. Yet the glam- 
our persists. 


The oil industry should continue to 
fare well though the trends for the next 
decade may not match the past or the 
opportunities in some of the other areas 
enumerated. The worldwide oversupply 
is a negative, together with political and 
tax uncertainties on the international 
front, and the depletion allowance un- 
certainty on the domestic front. Demand, 
however, should continue to expand at a 
satisfactory rate within our own country 
and at a susbtantially higher rate in the 


rest of the Free World. The uncertainties 
seem rather fully discounted in current 
market prices. 

Other areas with favorable trends and 
a natural resources background would 
include paper and containers. 


Cyclical Industries 


Many sections of our economy still op- 
erate on relatively short cyclical swings 
through which there is a favorable un- 
derlying growth trend in reflection of 
the overall growth trend of the economy. 
These industries include such important 
segments as steel, rubber, automobiles, 
and machinery. They afford many sound 
investment opportunities and in the 
past decade have demonstrated an abil- 
ity to operate relatively successfully 
through periods of moderate economic 
readjustment. These adjustments have 
had a different impact on various com- 
panies, but by and large they have dem- 
onstrated an ability to earn and maintain 
dividends because of improved finances, 
improved control of costs, and relative 
stability of price structures. These com- 
panies produce products and not com- 
modities and are not subject to the price 
variable in world markets of such items 
as copper, lead, and zinc. If you believe 
with me that the economic climate ahead 
is apt to continue the postwar trend of 
relatively frequent, but short-lived and 
not too severe, business readjustments, 
then various steel, rubber, automotive, 
and machinery stocks should benefit 
from increasing investor acceptance. 


Foreign Competition 


On the negative side of the fence are 
some worldwide trends that may affect 
companies operating in numerous indus- 
tries. Specifically, I refer to the rise of 
foreign competition from Japan, Ger- 
many, and the rest of the Free World 
and to the potential and very real 
threat of economic competition from 
Russia. Our country is pricing itself 
out of many of the world markets as a 
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CONFERENCE PROCEEDINGS 


At dedication ceremonies last month, Meth. 
odist Hospital of Brooklyn received from 
Chemical Corn Exchange Bank certificate of 
compliance for completion of 8-story $4 
million Stanley H. Miner Memorial Pavilion, 
in accordance with bequests of late Mr. and 
Mrs. Miner. As executor and trustee of the 
Miners’ wills, the bank directed contribution 
of $3 million toward pavilion. Shown above 
are (left), W. Barton Cummings, vice presi- 
dent of Chemical, and Robert R. Diefendorf, 
president of the board of managers of the 
hospital. The certificate releases the bank’s 
trusteeship and signifies its approval of the 
hospital’s use of the Miners’ funds. 





result of high and constantly rising labor 
costs. Companies with plants in England 
and this country tell me they have a 30- 
10% lower cost on their English opera- 
tion. The mass market for germanium 
transistors in the entertainment field (ra- 
dios, etc.) is currently threatened by 
Japanese imports of good quality, low- 
priced products. The American cotton 
manufacturer cannot compete with the 
Japanese producer who buys his raw ma- 
terial from the United States Govern- 
ment at a 20% discount and pays his 
labor a fraction of our wage scales. | 
mentioned the prospective Russian com- 
petition. This is perhaps more imminent 
than many of us believe. I have examined 
catalogs for all kinds of scientific labor- 
atory equipment, optical goods, and ma- 
chinery — catalogs, incidentally, printed 
in English — with low price quotations 
and with specifications that some of my 
scientific friends tell me equal or exceed 
our best American products. In looking 
at companies in many industries, this 
broad question of foreign markets and 
foreign competition should be consid- 
ered. 

To summarize, I feel that study of in- 
dustry trends and the factors underlying 
these trends should help us spot individ- 
ual stocks that will produce superior re- 
sults. But reliance upon industry fore- 
casts to determine the relative weight 
ing of different kinds of companies in 4 
common stock portfolio is often over 
emphasized. I believe that a better in- 
vestment result will be obtained by se 
lection of a list of companies that best 
fulfill the objective of the individual ac- 
count, letting the industry diversifi ation 
fall where it will. 
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The story of Allis-Chalmers essentially is the story of POWER .. . the creation of Power, 
the application of Power, the never-ending search by the Company for ways to improve its own 


powers of production and thereby better its product lines. 


In terms of this pattern, the Allis-Chalmers Annual Report, now being mailed to 
59,149 share owners, presents a broad outline of accomplishments of the Company in 1958. 





HIGHLIGHTS 1958 
Sales and Other Income $535,165,825 
All Taxes 33,189,603 
Earnings 19,657,958 
Earnings per Share of Common Stock 2.34 
Dividends Paid per Share of Common Stock 1.25 
Shares Outstanding 

Preferred stock 103,635 
Common stock 8,216,016 
Dividends Paid 
Preferred stock 422,831 
Common stock 10,270,016 
Share Owners’ Investment in the Business 
Preferred stock 10,363,500 
Common stock 162,088,166 
Earnings retained 135,354,664 
Total share owners’ investment 307,806,330 
Book Value per Share of Common Stock 36.20 
Working Capital 263,557,034 


Ratio of Current Assets to Current Liabilities 4.82 to 1 
Number of Share Owners 


Preferred stock 802 


Common stock 58,347 
En dloyes 

Number of employes 32,364 

Payrolls 172,093,408 


1957 


$537,191 ,443 


28,489,381 
17,819,251 
2.11 
2.00 


103,635 
8,214,281 


465,598 
16,374,763 


10,363,500 
162,055,251 
125,108,613 
297,527,364 

34.96 
257,661,251 
4.07 to I 


655 
56,071 


35,799 
187,590,363 
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ALLIS-CHALMERS serves our nation 
and the growing world through the many 
domestic plants and offices shown here— 
and through the world wide facilities 

of Allis-Chalmers International. 





* Sales or Branch Offices 

@ Manufacturing Plant 
for copies of the 
Annual Report write — 
Allis-Chalmers Manufacturing Co. 
Shareholder Relations Dept. 
1141 S. 70th St., Milwaukee 1, Wis. 
























HE YIELD OF A SINGLE STOCK CAN BE 
, paciiaee! readily with another or 
with a bond without introducing the 
arithmetical complications inherent in 
“averages” or questions of homogeneity 
and comparability involved when we at- 
tempt to compare prices or yields of 
groups of stocks and bonds. 

Unfortunately, single issue compari- 
sons do not afford a sufficiently broad 
base for generalizations. Accordingly, 
in spite of the inherent difficulties, we 
may seek to obtain a better basis of 
comparison by examining prices and 
yields of composites, indexes, and aver- 
ages of groups of stocks and bonds. 

One widely used and comprehensive 
measure of stock/bond yields is the 
ratio of the average yield of Standard 
& Poor’s 500 Stock Composite to the 
average yield of their High Grade Bond 
Index. 

At the present time this ratio is at 
about the same low (0.8) as was its 
predecessor ratio (based upon 90 
stocks) when the 1929 bull market 
reached its peak. 

Many observers regard the downward 
slide in this crude measure from about 
2.5 at the end of 1950 to its present 
level of 0.8 as an important danger sig- 
nal of a major downward adjustment 
in stock prices. 

The rationale of relating stock and 
bond yields is set forth in the next sec- 
tion, followed by discussion of some 
inherent limitations of the use of aver- 
ages, even when homogeneity of the 
group of stocks has been improved by 
confining the selected stocks to com- 
panies with similar operating charac- 
teristics such as utility operating com- 
panies. 

These utility companies while varying 
their inputs by the use of different fuels 
or power sources and distributing their 
outputs in varying proportions among 
various types of customers are essen- 
tially similar in fundamental character- 
istics. They all have geographic limita- 
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tions and are subject to rate regulations 
and control. They carry no substantial 
inventories and competition is most gen- 
erally limited and indirect. The com- 
parability of individual electric utilities 
is perhaps greater than for most com- 
panies classified on an industry basis. 
The yield relationship of common 
stocks of electric utility operating com- 
panies to the yield of high grade utility 
bonds would appear to be more mean- 
ingful than the ratio of the average 
yield of a group of unclassified common 
stocks to the average yield of unclassi- 


fied high grade bonds. 


The Rationale of the Stock/Bond 
Yield Ratio 


Shorn of the mysticism that perme- 
ates many mechanistic devices for ap- 
praising stock price levels, the signifi- 
cance of the Stock/Bond yield ratio rests 
upon some simple, but not necessarily 
valid, assumptions: 


1—Cash income return from stocks 
is less certain than from high grade 
bonds. 

2—Because of this greater uncer- 
tainty, stocks should yield more than 
high grade bonds. 

3—The spread between stock and 
high grade bond yields (expressed 
either as a difference or a multiple) 
will tend to vary over time as a re- 
sult of a complex of many variables. 

4—There exist at all times pools of 
mobile investment funds, administered 
by alert students of money relation- 
ships, which will flow from income 
producing commitments of lesser ad- 
vantage to those of greater advantage. 

5—When the yield from many in- 
dividual stocks falls below that of 
high grade bonds, these funds will 
flow from stocks into bonds. 

6—Selling of individual stocks to 
free funds for investment in bonds 
will depress the price of these stocks. 

7—Buying of bonds will tend to 
raise the price and lower the yield. 

8—When the yield from many in- 
dividual stock issues is below that of 
high grade bonds these stocks will in 
the near future sell at lower prices. 

9—Lower prices for individual stock 


O. ROGERS FLYNN, Jr. 


Graduate School of Business, Columbia University 


STOCK/BOND YIELD RATIOS AS 
MEASURE OF STOCK PRICE LEVELS 


issues will bring sympathetic declines 
based upon waning investor optimism 
so that the general level of stock 
prices will decline. 

10—Stock prices in general will be- 
come stabilized only when yield from 
stocks is again greater than that from 
high grade bonds. 


Stratification of Investment Funds 


A substantial portion of the nation’s 
personal savings (now at the annual 
rate of about $23 billion) 


investment objectives. 


flows into 


Life Insurance Companies 


Of the $106 billion of life insurance 
assets at October 31, 1958 only $3.2 
billion were invested in stocks compared 
with $54 billion in all types of bonds. 
Present state laws prevent life insur- 
ance companies from making any sub- 
stantial increases in stock holdings. The 
mobility of insurance funds is confined 
to shifts in the proportion of types of 
bonds and real estate mortgages, with 
some leeway provided for investment 
in real estate. Policy loans _ totalled 


about $4.2 billion. 


If the life companies liquidated care- 
fully all common stock holdings because 
of a belief that the funds could be em- 
ployed more advantageously in bonds or 
mortgages the impact upon stock prices 
could be very slight. It is a reasonable 
speculation in the light of present de- 
mand for stocks of the quality held by 
life companies that the effect of such 
orderly liquidation might dampen gains 
in price rather than depress existing 
price levels. 


Mutual Funds 


The largest common stock mutual 
fund, Massachusetts Investors Trust, 
with assets.approaching $1.5 billion has 
a stated policy of full investment in 
common stocks. Inflow of new funds 
tends to support the prices of stocks 
that are bought. Stocks sold are re- 
placed with other stocks. 
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The degree of adherence to a policy 

of full investment in common stocks var- 
jes among other common stock mutual 
funds. Some are now making stand-by 
commitments with new money by buying 
treasury bills, commercial paper and 
short dated Governments. Such a policy 
does not support higher stock prices nor 
does it move in the direction of lower 
yields for high grade bonds. 
' The balanced fund that adjusts the 
proportion of common stock to reflect 
judgment as to the relative advantages 
of stocks vs. bonds have pursued vary- 
ing policies in recent months, The most 
cautious have put new money into bonds 
and in some instances have re-invested 
proceeds from liquidation of stocks in 
fixed income securities. Continued pur- 
chases of bonds will contribute to rais- 
ing again stock yields above bond 
yields. 

At January 30, 1959, about 80% of 
the $13.7 billion of mutual fund assets 
was invested in common stocks. Some 
contribution to adjustment of yields 
may come from withholding of stock 
purchases and switching to bonds. 






















Savings and Loan Associations 





The portfolio of these institutions 
comprise almost exclusively real estate 
mortgages and U.S. Government bonds. 
Changes in assets will not affect the 
level of stock prices and will contribute 
only very indirectly to bond prices 
through adjustments in holdings of Gov- 
ernments. 










Mutual Savings Banks 





These thrift institutions, permitted in 
some jurisdictions to hold common 
stocks, have confined purchases to a 
very small percentage of assets. With 
the exception of stocks of the largest 
banks and electric utilities, their stock 
activities are believed to have a very 
limited market effect. 










Time Deposits of Commercial 


Banks 


Purchase of common stocks for in- 
vestment of time deposits is of very re- 
stricted proportions in a few jurisdic- 
tions where such investments are per- 
missable. 








Pension Funds 





The investment policies of the rapid- 
ly growing pension funds are an un- 
known factor in the relationship of 
stock/bond yields. There has been a 
marke| tendency on the part of some 
older funds to liberalize their policies to 
includ’ purchase of common stocks. 

There may be a balanced fund type 







Marci; 1959__ 


of allocation of pension funds that might 
take cognizance of imbalance in the 
stock/bond yield ratio. Many pension 
funds have definitive dollar commit- 
ments like the life insurance companies. 


Private Investors 


Many present day investors have never 
owned a corporate bond. Their invest- 
ment objectives are first, last, and fore- 
most, growth of principal, rationalized 
in many cases by the announced desire 
to safeguard against inflation. 

The behavior pattern of these in- 
vestors is to substitute stocks for stocks, 
rather than bonds for stocks. 

The demand for corporate bonds by 
private investors is notably slack. Part 
of the declining interest in bonds over 
the past ten years is a reflection of the 
aggressive selling of mutual fund shares. 
The salesman’s compensation for selling 
funds will range from four to sixteen 
times the commission for selling an 


equal dollar amount of high grade 
bonds. 


Private Investors with Professional 
Advisers 


Investment counsel firms and trust 
companies have followed the balanced 
fund investment philosophy and it is 
from these sources that pressures may 
build to switch common stocks 
bonds. 

The relative magnitudes of new money 
flowing into direct security investment 
(including mutual funds), with or with- 
out the benefit of professional invest- 
ment guidance, has been estimated at 
various amounts but not to exceed 20% 
of personal savings. 


into 


The growth figures of periodic invest- 
ment plans indicate that a substantial 
proportion of these funds are headed for 
common stock purchase through the 
mutual funds. 

The changing institutional structure 
of savings, direct and indirect invest- 
ment and securities, both stocks and 
bonds, with the limitations imposed by 
statute, declared investment policies, 
and present fashions and customs sup- 
port the belief that historical yield re- 
lationships need reappraisal. 


Some Pitfalls of Averages 


When we speak of “the average” we 
are generally comprehending the “arith- 
metic mean” of the statistician which is 
computed by totalling a number of like 
observations (heights, weights, ages, 
prices, etc.) and dividing the total by 
the number of observations. There are 
many other “averages” which have use- 
ful properties when we are seeking to 
compress, condense or summarize a 
large number of figures into a single 
figure that will provide a single “typ- 
ical” measure or a “measure of central 
tendency” characteristic of the group. 

An important property of the arith- 
metic mean is that it gives equal weight 
to each observation so that a few un- 
usually great or unusually small obser- 
vations will have an important influence 
on the mean when the number of ob- 
servations is small. 

Table I shows data for the 25 largest 
electric utility operating companies. The 
average (arithmetic mean) yield of their 
common stocks at January 30, 1959 was 
3.9% based upon the then current an- 
nual dividend rate. However, if these 
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25 companies were ranked in the order 
of yields on common stock and if the 
five stocks with yields of 3.4% and un- 
der were eliminated, average yield of 
the 20 remaining stocks would approxi- 
mate 414%. 


An arithmetic mean taken by itself 
has limited analytical usefulness because 
this average conceals the differences 
that prevail among individual observa- 
tions.! 


A much better perspective of distribu- 
tion of observations is provided by set- 
ting up a classification called a fre- 
quency distribution that shows the num- 
ber of observations that fall in each 
size grouping. 


The frequency distribution of yields 
of the 25 stocks is: 

Yield No. Stocks % Stocks 
4.5% and over ___. 32% 
4.0%—4.4% . oe 32 
3.5%—3.9% -..-.--.---- 16 
3.0%—8.4% -......... 13 
2.5 %—2.9% 
2.0%—2.4% 
1.5%—1.9% 


1Statisticians compute a comparison measure, 
the standard deviation, which discloses to the 
trained observer the extent of variation in any 
group of individual observations used to compare 
the arithmetic mean. 





TABLE I 
Yield of Common Stocks of Large Electric Utility Operating Companies, Jan. 30, 1959 


Assets 
($000,000 ) 


2,146.3 


Company 
Panne GG. & o. . 
Consolidated Edison 
Commonwealth Edison 
Southern Calif. Edison 
Public Service E&G 
Detroit Edison 
Niagara Mohawk Power 
Philadelphia Electric 
Consumers Power 
Virginia Elec. Power 
Ohio Edison 
Pennsylvania P & L 
Union Electric 
Northern States Power 
Duke Power 
Long Island Lighting 
Baltimore G. & Bt 
Florida P & L 
Public Service Indiana 
Duquesne Light 
Wisconsin Electric Power __ 
Cleveland Elec. Illum. 
Illinois Power 
Houston Light & Power 
Boston Edison 


438.2 
420.2 
395.6 
389.4 
389.1 
377.4 
375.9 
358.1 
353.8 
327.8 


Operating 
Revenues 
($000,000 ) 


501.2 
552.7 
380.1 
217.1 
322.5 
250.6 
255.0 
236.0 
221.5 
129.6 
135.9 
129.4 
129.2 
147.9 
136.5 
109.9 
141.7 
131.3 

79.2 

98.7 
113.5 
118.5 

87.1 

87.1 
103.9 


Common Stock Dividend Yiei 
Current 
Rate 


$2.60 


1949 
$2.00 
1.60 
1.50 
1.50 
1.60 
1.20 
1.40(B) 
1.20 
1.90 
60 
2.00 
1.20 


Co sore m or or ot or ce or ce 


2.80 


Average yield 


Source: Monthly Comparison of Electric Utility Common Stocks, Feb. 1959. Courtesy of Messrs. Bear, 
Stearns & Co., Members of N. Y. Stock Exchange, for all data except 1949 dividend payments. 





The holder of any one of the 8 stocks 
that yield 4.5% and over can take the 
position, on the basis of this evidence, 
that his particular stock does not ap- 
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Bank Stocks 


Our analysis of the 1958 year-end reports of a group 


of outstanding banks is completed and now available. 


A copy will be sent free upon request. 


We deal actively in bank shares and are prepared to 


buy or sell in large or small blocks at net prices. 


Blyth & Co., Inc. 
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pear to be overpriced in relation to 
other large utilities. 


While the average (arithmetic mean) 
of the yields of the 25 stocks is 3.9%, 
there are 16 stocks that yield more than 
the average and only 9 with the aver- 
age yield or below. 


If the distribution of yields at Jan. 
30, 1959 of the stocks of 118 electrical 
utility operating companies as compiled 
monthly by Bear, Stearns & Co., mem- 
bers of the New York Stock Exchange, 


are arranged in a frequency distribution 


we find: 


Yield No. Stocks 
5.5% and over 1 
5.0%—5.4% - 
4.5%—4.9% - 
4.0%—4AAQ% - 

3.5 %—3.97% - 
3.0%—8.4% - 

2.5 Yo—2.9% 
2.0%—24% _.... 
1.5%—1.9% 


% 118 Stocks 


118 


The average (arithmetic mean) yield 
of these 118 common stocks at January 
30, 1959 was 4%. The stocks of 73 
(62%) of these operating companies 
sold yielded 4% or more and 45 (38%) 
of the stocks less than 4%. 

In this wider spectrum, we ca 4p- 
praise the yield of any individual stock 
of the 25 largest companies by compar- 
ing it not only with the average yie)d but 
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show also its relative ranking with re- 
spect to all other comparable stocks in 
both groupings. 

Without precise data on the yield dis- 

tribution of Standard & Poor’s 500 
Stock Composite we do not have the 
facts upon which to interpret the true 
meaning of changes in the average 
yield reported by this measure. 
Tt has been noted repeatedly that 
some of the stock-price indexes, notably 
the D-J average, are unusually sensitive 
to price changes in a few stocks and as 
a consequence they may be unreliable 
in gauging price changes in other stocks 
or what is frequently but imprecisely 
called the level of stock prices. 

Many averages of stock prices and 
yields have limited usefulness because 
of elements of bias introduced by the 
simple arithmetic employed in_ their 
computation. 


Price Level of Electric Utility 
Stocks 


At the end of January, as indicated, 
stocks of the 25 largest operating com- 
panies were selling to yield, on average, 
3.9%. One year earlier their average 
yield was about 4.7%. 

In contrast, Moody’s Public Utility 
Bond Index indicated an average yield 
of 4.46% at the end of January com- 
pared with 3.88% one year earlier. 

In a period of twelve months, the 
average yield of the utility stocks, in 
spite of several dividend increases, de- 
clined 34 of one per cent while the yield 
on utility bonds rose about 6/10ths of 
one per cent. 

The average yield of 118 utility stocks 
was 4% on January 30, 1959, the aver- 
age yield of the 804 stocks covered by 
the Value Line Investment Survey. The 
300 Stock Composite of Standard and 
Poor’s showed an average yield of 3.24% 
for January. 


Bear, Stearns & Co. report that of 118 
operating electric utilities and 11 elec- 
tric utility holding companies (129 com- 
panies), 53 companies increased their 
dividend rate in the preceding twelve 
months, 

It would appear that there are a suf- 
ficient number of highest grade electric 
utility common stocks still available at 
prices to yield more than high grade 
utility bonds to bring into question any 
broad statement that “these stocks are 
selling at too high prices.” 

The improvement in dividend pay- 
ments over the past 10 years for the 25 
largest operating utilities gives reason 
to believe that present yields of these 
comnion stocks will not remain static. 
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Analytical Value of Stock/Bond { Abstracts from recent talks by 


Yields 


In summary, the analytical usefulness 
of the stock/bond yield ratio to gauge 
the level of stock prices is subject to 
qualification, if it is considered to rest 
upon notions of shifting investments 
from stocks to bonds and vice-versa in 
accordance with investment philosophies 
like “Formula Planning.” The institu- 
tional changes in demand for securities 
and in the objectives of individual in- 
vestors have brought about stratifica- 
tions in recent years that interfere with 
shiftability of investment funds. 

The use of frequency distributions 
and other ranking devices to orient 
yields of individual issues into a pattern 
of related yields can aid in the identifi- 
cation of underpriced and overpriced is- 
sues, if one is prepared to accept the 
present range of yields as given. 

To question the present range of 
stock yields as too low might be sup- 
ported more logically by historical com- 
parisons of distribution of stock yields 
rather than by the comparison of aver- 
age yields. 

Similarly, the relationship of stock 
yields to bond yields would become 
more meaningful if studied in depth 
rather than through the ratios of aver- 
age yields. 


officials of companies whose 
securities are of interest to 
institutional investors. 


DOMINION STORES, LTD. 
Tuomas G. McCormack, president 


In the fiscal year ending in late March, 
17 new stores costing about $500,000 
each and with 22,000 to 35,000 square 
feet of floor space, of which 16,000 to 
24,000 square feet will be selling space, 
will have been opened. During the next 
three years 75 new stores are scheduled. 

During current year sales have aver- 
aged over $1 million per store with total 
volume over $350 million from 340 
units. 260 stores have been opened in 
the last 10 years and over 100 new loca- 
tions are now owned or controlled in 
the 88 largest cities of Canada. Non-food 
items represent about 20% of the 6,000 
items stocked. 


New York Society, Feb. 2 


FLORIDA POWER CORP. 
W. J. Capp, president 


1958 gross of $56.9 million was about 
10% above 1957 and 40% over 1956. 

With completion of Houston Texas 
Gas and Oil Corporation pipe line, com- 
pany expects to use natural gas in its 
boilers by mid-summer. The availability 
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Investment Advisory Service 


BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 

Our staff includes specialists experienced in the invest- 
ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 


operation with such clients. 
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of natural gas will bring competition 
and sales research has been undertaken 
to study how other clectric utilities have 
succeeded in dealing with incoming nat- 
ural gas. 

Construction expenditures for the next 
three years have been budgeted at $94 
million. Outside funds needed will be 
$19.6 million for 1959; $18.5 million 
for 1960 and $16.7 million for 1961. 
The balance of about $39 million will 
be built up from earnings and deprecia- 
tion accruals. An offering of additional 
common stock on a one-for-twelve basis 
is scheduled for June. 


New York Society, Feb. 4 


GENERAL MOTORS CORP. 
ELECTRO-MOTIVE DIVISION 
N. C. DEzENDORF, vice-president 

Since October 1956, the Electro-Mo- 
tive Division has rebuilt over 1000 
Diesel locomotives for some 30 railroads 
and this work is progressing at the rate 
of 40 units per month. 

New York State Banking Commission 
has ruled that the equipment obligations 
on remanufactured locomotives are elig- 
ible for Savings Bank investment as new 
equipment. Many upgraded locomotives 
(12-15 years old) have been financed in 
this manner. 


New York Society, Jan. 30 


AREA RESOURCES 
BOOK 


New book explains why the 
area we serve offers so much 
opportunity to industry. 
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KENNECOTT COPPER CORP. 
I. S. HAHN, treasurer 


Copper mining in the U. S. is becom- 
ing more costly each year: copper con- 
tent has been dropping, ores are more 
inaccessible for open pit mining and 
labor and supply costs have risen. 

Nearly all the copper from the Braden 
mine in Chile was sold in the European 
market. Recoveries in Chile improved 
from 32.2 pounds in 1957 to 32.5 pounds 
in 1958 although ores processed were of 
slightly lower grade. The continued drop 
in prices has accelerated Chilean infla- 
tion, with cost of living up about 32% 
in 1958 compared with 17% in 1957. 

Rising costs in Chile were met in part 
by devaluing currency exchange. A sin- 
gle rate of 1050 pesos to the dollar has 
been established and steps to release all 
exchange controls are contemplated so 
that the peso can seek its true level. 

Company has diversified its activities 
by investment in other metal companies. 
It holds 13.1% of the stock of Kaiser 
Aluminum; 7.3% of the stock along 
with stock purchase warrants of the 
Molybdenum Corporation and 25% of 
the common stock of Western Phosphate 
Inc. Basic research has been conducted 
in the fabrication of Zirconium and 
Rhenium. 


New York Society, Feb. 17 


LOUISVILLE AND NASHVILLE 
RAILROAD CO. 


Joun E. TiLFrorpb, president 


In 1958 a drop of 9% in revenues 
brought a decline of 28.8% in net to 
$5.44 a share. Dividends of $5.00 a 





share were continued which rate has 
been in force since 1953. 

In spite of lower traffic the program 
of property improvements was contin- 
ued. Capital expenditures totalled $42.7 
million, of which $8.4 million was for 
roadway and structures and $34.3 mil- 
lion for new equipment. 

The public support given the Trans- 
portation Act of 1958 passed by Con- 
gress in July brings some hope for fur- 
ther reforms. Railroads should be given 
the opportunity of providing all types 
of transport — railroad, highway, water- 
way, airway. Equality of local taxes is 
essential along with equality of taxes 
for pensions and unemployment. 


N. Y. Society, Feb. 13 


REPUBLIC AVIATION CORP. 
Munpy I. PEALE, president 


Lower sales and earnings are forecast 
for 1959 than the $3.39 a share earned 
in 1958 on sales of $203 million. $4.51 
a share was reported for 1957 on sales 
of $269 million. 

Production of the F-105 jet fighter 
will rise this year but sales will fall as 
production facilities are built up and 
lower profits will reflect start-up costs. 
Air frame builders have at least a 24- 
month production cycle. Directors are 
expected to consider that the earnings 
dip will be made up in the two year 
swing when setting dividend payouts. 

Backlogs stand at $422 million and 
contracts in negotiation should maintain 
production through 1962. Missile sys- 
tems were produced profitably in 1958 
with $6.4 million of sales. 

New York Society, Feb, 3 
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FINANCE 
COMPANIES 
Wholesale Financing 
Instalment Financing 
Commercial Financing 
Equipment Financing 
Fleet Lease Financing 
Rediscounting 

Direct Loans 
Factoring 


INSURANCE 
COMPANIES 


Automobile Insurance 
Credit Insurance 
Health Insurance 

Life Insurance 


MANUFACTURING 
COMPANIES 

Pork Products 
Metal Products 


Heavy Machinery 
and Castings 


Malleable, Grey Iron and 
Brass Pipe Fittings 


Metal Specialties 


Roller and Ball Bearing 
Equipment 


Machine Tools 

Toy Specialties 
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47th ANNUAL REPORT 


Highlights from COMMERCIAL CREDIT'S 














Operations shown separately are, briefly: 


FINANCE COMPANIES: 


Gross receivables acquired: 


Motor, finance leases and farm equipment 
and other retail instalment 


Motor, farm equipment and other 
wholesale notes and advances 


Factoring, open accounts, notes, etc 


Dect ANG iPBVSONAINGNNE oe ios See sccacencennedce 


Total receivables acquired 
Total receivables outstanding December 31 









5: Bh SE Re eee Seam eee eS $ 768 708 228 


1 105 596 313 
1 195 540 684 
_154 641 630 
EE, clindaercsvaiciinanenanedece $3 224 486 855 
bikcesdunketacccapeiees $1 338 455 714 


Net income of Finance Companies.._....................-.---------- $ 16 257 950 
INSURANCE COMPANIES: 

Written premiums, prior to reinsurance______- ee oe ee Te $ 27 727 167 

re a ah EO TES OTE TE LE OR ETE AE 30 052 311 

Net income (including Cavalier Life 

CY RE eee ey ne eee 7 906 844 
MANUFACTURING COMPANIES: 

eS ER Be nee ene eee een $ 133 233 066 


2 637 597 


Offering services through subsidiaries in more than 400 
offices in the United States and the Dominion of Canada. 


1958 1957 
IER CA oar eee En SSE eee $ 163672045 $174 725 311 
NET INCOME: 
Net income before interest and discount charges__....._.____________- $ 90980103 $ 98 963 983 
fintbrest aly ecONNT CNAIEOS. |< -oe  . oo hne hececccce 42 732 824 47 699 540 
Net income from current operations, before taxes__......._._________- $ 48247279 $ 51 264 443 
United States and Canadian income taxes______.__.__.-___-___-____- 21 444 888 24 367 474 
Net income credited to earned surplus.__.............--..----------- $ 26 802 391 $ 26 896 969 
Net income per share on common stock._..........-..-------------- $5 29 $5 33 
Common shares outstanding at end of period_____.......-.-.------... 5 066 255 5 045 565 
RESERVES: 
Reserve for losses on receivables_................--.----.--------- $ 18617824 $ 19170217 
Unearned income on instalment receivables___..............---_----- 79 137 245 80 900 216 
Unearned premiums—Insurance Companies________..___._...-----_-- __ 27 954 932 31 915 207 
Available for credit to future operations.___..................-__-- $ 125710 001 $ 131 985 640 


$ 918 171 114 


1 553 479 488 
1 227 421 903 
__131 365 861 
$3 830 438 366 
$1 447 184 063 
$ 15 824 956 


$ 34 632 251 
35 161 496 


6 820 050 


$ 136 321 975 


4 251 S63 


COMMERCIAL CREDIT COMPANY Baltimore 2, Maryland 


Copies of our 47th Annual Report available upon request 
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Affiliated Introduces 
Novel Withdrawal Plan 


The last barriers are crumbling 
against the use of withdrawal plans 
whereby capital is drawn down to sup- 
plement dividend income from mutuals 
for periodic or quarterly payments. The 
latest stalwart to join the ranks of the 
capital invaders is Affiliated Fund’s 
President Prankard who has _ been 
preaching against the sin of living on 
one’s capital gains distributions as long 
as this writer can remember. It is even 
rumored that the conservative Boston- 
ians, the Vance Sanders group, have a 
withdrawal plan all fashioned and soon 
to be introduced to their dealers. No 
doubt the steadily shrinking return from 
equity investments has given impetus to 
the interest in such plans as well as the 
convenience afforded in having invest- 
ment income remitted through one regu- 
lar periodic check with bookkeeping, 
caretaking and other attendant problems 
all minimized. 


Under the new Affiliated withdrawal 
program, no options are available as, for 
example, with the comparatively recent 
Hugh Long variable withdrawal ac- 
count, but the amounts paid any one 
individual will tend to fluctuate. Month- 
ly payments will be made in amounts 
approximating an annual rate of 6% of 
the total value of shares at current offer- 
ing price. If the amount of quarterly 
cash dividends from investment income 
in any calendar year exceeds this 6%, 
the excess will be paid to the participat- 
ing investor. If the amount of quarterly 
cash dividends received by the custodian 
in any quarter is less than the amount 
of percentage withdrawals provided for, 
the custodian will liquidate shares from 
the account at the then asset value to 
provide the necessary funds. Affiliated 
cautions that this may reduce or even 
liquidate the participant’s account. Cur- 
rently the custodian will deduct for its 
services $1.00 from each monthly pay- 
ment and $3.00 upon account termina- 
tion. Minimum investment required to 
open an account is $10,000 in either cash 


or Affiliated shares. 
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HENRY ANSBACHER LONG 


If the total value of a participant’s 
shares rise, his monthly checks will nat- 
urally increase in direct proportion. The 
fund’s management explains the advan- 
tage thus: “. . . if the increases in the 
total value of the participant’s shares 
. .. are accompanied by rises in the cost 
of living, as they often are, his increased 
receipts from the Program will help off- 
set them . . . he is going to be much 
happier than if he continues to get the 
same monthly payments for which he 
may have arranged when the value of 
his shares was lower — particularly if 
prices in general are rising.” 


Conversely to the above, of course, if 
the total value of a planholder’s shares 
should decline, his monthly checks will 
decrease proportionately. The sponsor 
feels that this is even of greater advan- 
tage to the participant than when his 
shares increase in value. Affiliated rea- 
sons that “if the custodian sells a large 
number of an investor’s shares when 
prices are low in order to keep monthly 
payments at a fixed dollar amount all 
out of proportion to the value of the in- 
vestment at the time, the investor’s capi- 
tal can be depleted much more rapidly 
than he contemplated when he entered 
into the plan.” 


It is of interest in evaluating the pro- 
gram to review the rate of return for 
Affiliated as registered in our Index of 
Mutual Funds. For the last fourteen cal- 
endar years the following were the per- 
centage returns from investment income 
dividends based, of course, on offering 
prices as the Affiliated program contem- 
plates: 


1958 3.34% 1951... 4.61% 
1957 3.70 1950______.5.10* 
1956 3.53 1949. 6.95 
1955 3.53 1948 5.29 
1954. 3.95 1947_____ 4.33 
1953 _... 4.17 1946. 1.47 
1952 4.18 1945______ 2.00 


European Common Market 


Fund Offered 


Accenting the increased interest in for- 
eign investment, a new $50 million in- 


*During 1950 a bank loan was paid off and the 
leverage factor ceased to operate. 


vestment fund has been organized to in. 
vest primarily in the securities of the six 
European Common Market countries — 
France, Germany, Italy, Belgium, Neth- 
erlands and Luxembourg. This is the 
third offering to United States investors 
in the last half year of a fund with a 
foreign flavor. Last September the Amer- 
ican-South African Investment Co., spe- 
cializing in the gold mining securities 
of that country, made its bow and at the 
end of the year shares of the smaller 
Nelson Fund, a healthy portion of whose 
portfolio is invested in Europe, also were 


offered. 


Appropriately named Eurofund, Inc., 
the new company’s shares are offered by 
an underwriting group headed by Glore. 
Forgan and Co. who are also its princi- 
pal sponsors. It will be closed-end and 
thus its shares will be non-redeemable. 
Classified also as a non-diversified com- 
pany, although stating that “reasonable 
diversification of investments will be 
recognized,” it is not restricted as to as- 
set percentage to be held in any one 
company nor the proportion of outstand- 
ing securities of such company acquired. 
However, no more than 25% of assets 
will be invested in any one industry and 
no investment will be made for purposes 
of control. Temporary funds may be in- 
vested in U. S. or European govern- 
ments. 


Primary objective of Eurofund will 
be capital appreciation; income “will be 
given due consideration” but is second- 
ary. Thus, realized capital gains will be 
retained, the 25% tax paid by the fund 
to be credited on the investors’ individ- 
ual returns with the proportionate part 
then taxed in accordance with the share- 
holder’s own rate. The new fund will 
have two principal investment advisors 
European and American. Eurofund Ad- 
visers’ Corp. of Basle, Switzerland, has 
been organized by partners of E. Gutz- 
willer & Cie., a private bank in that city, 
and R. de Lubersac & Cie., a Parisian 
private bank. The European advisor as 
in turn investment research contracts 
with four large banks — Banque de 
Bruxelles (Benelux), Credit Commercial 
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je France, Dresdner Bank and Banca 
Commerciale Italiana. 

Eurofund American Advisory Com- 
pany, Inc., is wholly owned by the part- 
ners of Glore, Forgan and Co. It has re- 
tamed Bankers Trust Co. to furnish ad- 
vice regarding economic trends and 
other economic background information. 
American Advisory will also review the 
recommendations received from the 
European advisory setup. The former’s 
accounting and clerical requirements as 
yell as those of Eurofund’s in New York 
vill be supplied by Bankers Trust. The 
European and American advisors will 
e compensated, together, at the annual 
rate of 3%% of Eurofund’s net assets, 
ihe former receiving two thirds of the 
total and American one third. S. Sloan 
Colt is Chairman of the Board of Direc- 
tors of Eurofund and J. Russel Forgan 
is President. 























National Investors Reaches 
$100 Million Milestone 


National Investors Corp., growth 
stock mutual in the Union Service (Selig- 
man) group, crossed the $100 million 
hurdle on February 27th. The 22-year 
f old open-end company is the second mu- 
tual under Union management to attain 
this size, Broad Street Investing Corp. 
first reaching the mark in May of 1957. 
Tri-Continental Corp., closed-end repre- 
sentative of the same group, is the larg- 
st investment company of its type with 
‘otal year end net assets of $392 million. 
National has been the only fund included 
in our Index to appreciate 400% in prin- 
cipal value from the base date of De- 
cember 31, 1939, registering a high of 
301.1 in the month of January and 506.3 
last month. 





Canadian Mutual for Canadians 
Organized by Vance Sanders 


Partners of Vance Sanders and Co., 
leading sponsors and distributors of mu- 
tuals, who set up Canada General Fund, 
Ltd. back in 1954 to help United States 
investors share in Canada’s dynamic 
growih, have now finally taken their 
know-how across the border to the Cana- 
dian investor. With an initial sum of $20 
million (Canadian) raised by an under- 
writin group headed by Wood, Gundy 
and C..., the new North American Fund 
of Canada, Ltd., is already well estab- 
lished is a full-fledged mutual offering 
ts shores on a continuing basis to the 
Canadian investing public. The direc- 
lorshi), of the new company parallels 
that cf its U. S, counterpart, Canada 
Gener::!. Of the seventeen directors, one 
half dozen are Canadian residents. Wil- 
liam F. Shelley is president and Arthur 
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H. Haussermann his assistant, the same 
arrangement as in the older fund. How- 
ever, George M. Hobart, President of 
Consolidated Paper Corp. and a Director 
of the Montreal Trust Co., is board 
chairman of the new fund whereas Henry 
Vance is chairman of its predecessor. 

Primary objective of the fund is 
growth of capital and income. Invest- 
ments will be made in equity type securi- 
ties of the United States as well as Can- 
ada. Thus, while the sponsors have set 
up a management company to serve as 
the new mutual’s adviser, it, in turn has 
a research and analysis contract with 
Boston Management and Research Co. 
who advise Canada General as well as 
the Boston Fund. The prospectus notes 
that “Each investment researeh specialist 
on the staff of Boston . . . studies and 
follows the same industry in both coun- 
tries.” This is of unique advantage, ac- 
cording to the sponsors, for the compara- 
tive appraisal of the Canadian securities. 

With regard to investment in the 
United States, it is refreshing to read in 
the prospectus the reverse pitch to the 
story that has been directed during the 
last several years so persistently at the 
U. S. investor about Canadian opportuni- 
ties: “Most Canadians who want to share 
in the dynamic United States economy 
(our italics) encounter difficulties of se- 
lection and supervision of individual se- 
curities that are made more complex be- 
cause of distance from the scene. Not 
only does the company, as a Canadian 
corporation, eliminate the difficulties of 
acquiring and owning United States se- 
curities, but it provides an outstanding 
combination of Canadian and United 
States investment experience to manage 
these investments continuously.” 

There are currently three other mu- 
tuals in Canada sponsored and controlled 
by United States interests and being of- 
fered to Canadian nationals. These are 
Calvin Bullock’s $125 million (Can.) 
Canadian Investment Fund, Ltd., the $20 





NON-RESIDENT-OWNED CANADIAN INVESTMENT COMPANIES 
(December 31, 1958) 


Company 


Canada General Fund, Ltd. 


Canadian International Gr ‘owth Fund, | Ltd. 


Keystone Fund of Canada, Ltd. 


New York Capital Fund of Canada, ‘Ltd. - 


Scudder Fund of Canada, Ltd. 


Investors Group Canadian Fund, ‘Ltd. 
Templeton Growth Fund of Canada, Ltd. . 


United Funds, Canada Ltd. 


(All in U.S. Dollars) 


Net Assets 


in U.S. Dollars # of Sharehoiders 





$ 93,666,254 34.304 
6,492,490 3,063 
15,633,500 6,550 
28,094,860 2,900 
62,983,638 6,058 
161,336,723 64,215 
3,540,004 567 
21,978,056 11,210 
$393,725,525 128,867 





million Commonwealth International and 
Leverage Fund of Canada with assets of 
$2 million. The latter two companies 
are controlled by Van Strum and Towne 
through the Channing Corp. Investors 
Mutual of Canada and Investors Growth 
Fund are presumably no longer under 
effective control of U. S. interests since 
the sale of their parent company by In- 
vestors Diversified Services last year. 


NRO Canadian Funds’ 
Assets Near $400 Million 


Assets of the eight non-resident-owned 
Canadian investment companies, domi- 
ciled in Canada and selling their shares 
in this country, approximated $400 mil- 
lion at the year end, up $105 million 
from December 31, 1957. The bulk of 
this increase resulted from appreciation 
in market prices of portfolio securities 
and the cumulative long-term benefits 
derived from retention and reinvestment 
of investment income. Only 12% or $13 
million represented new investor pur- 
chases. At the 1958 year end 128,867 
United States investors held shares in 
the NRO funds as contrasted with 127,- 
399 a year earlier. In addition, another 
23,651 U. S. shareholders had a $46 
million stake in Canadian Fund, Inc. 
which, unlike the NRO companies, is 
domiciled in this country and does not 
automatically plough back its dividends 
for reinvestment. 
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Data for the eight NRO companies 


are shown above. 


The Largest — IDS Group 
Tops $2 Billion Mark 


Total net assets of the five mutuals 
managed by Investors Diversified Ser- 
vices, Inc. increased by $634 million 
during 1958 to top the $2 billion mark 
at the close of last year. As of December 
31, 1958 the combined assets of Investors 
Mutual, Investors Stock Fund, Investors 
Selective Fund, Investors Group Cana- 
dian Fund, Ltd., and Investors Variable 
Payment Fund were $2,024,500,.879. 
Shareholders in the five funds at the 
close of 1958 totaled 515,800 compared 
with 454,346 at the end of 1957. In- 
vestors Mutual handed over its previous 
year’s distinction of being the largest of 
all individual investment companies to 
Massachusetts Investors Trust which 
racked up an asset total of $1,432.816,- 
211 on December 31, 1958 as contrasted 
with $976 million a year earlier. 


The Fastest — Keystone S-4 
Has Best 1958 Principal Record 


Keystone’s Low-Priced Common Stock 
Fund, S-4, had the best principal per- 
formance of all United States investment 
companies during the year ending De- 
cember 31, 1958 with an appreciation of 
77.8% in net asset value per share. This 
fund is not included in our Index of 
Mutual Funds. With assets of $31 million 
at the end of its fiscal semi-annual period 
on January 31, 1959, its shares were 
held by 14,592 investors. The fund’s 
President, S. L. Sholley, gives three rea- 
sons for its stellar performance in suc ha 
short period: strength of the stock mar- 
ket generally, greater investor interest in 
the smaller and newer growth companies 
and industries and careful selection of 
portfolio securities reflecting the latter. 
At the end of January 17% of the port: 
folio constituted electronic stocks, 8.6% 
rails, 8% building, 7.7% paper and 
packaging and 6.1% shares of machin- 
ery companies. 
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and the characteristics and qualities of the investments of these companies. 


Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 








No responsibility is assumed in so far as compliance with the Statement 
of Policy is concerned for the employment in whole or in part of the 
index by issuers, underwriters or dealers. Principal indices for February 
28, 1958 appear in the March 1958 issue and current income returns 
based on February 27, 1959 offering prices are available on request. 
These will soon be added to a revised short form index. 


























Reference should be made to the introduc- 
tory article in July 1949 issue, outlining pur- 
poses of publication and considerations in 
selecting stock and cost-of-living averages, 
periods and in interpretation of data. 
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Principal 








BALANCED FUNDS 






American Business Shares _.. 
Axe-Houghton Fund “A” 








Axe-Houghton Fund “B” __ 








Boston Fund 










Investors Mutual 









Nation- Wide 


Johnston Mutual Fund 
Securities* * 
New England Fund 
George Putnam Fund 
Scudder Stevens & Clark _ 


Commonwealth Investment 
Eaton & Howard Balanced 
Fully Administered Fund (Group Securities) __ 
General Investors Trust 





























Wellington Fund 
Whitehall Fund 











Wisconsin Fund, Inc.*** (c) 





103.1 
106.3 
114.5 


110.0 
102.6 
117.4 


97.4 
105.2 






































STOCK FUNDS 


Bullock Fund 


AVERAGE: BALANCED FUNDS 








Delaware Fund 










Dividend Shares 






Fidelity Fund 
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107.1 


6t 7t 16* 17 18 19 20 
12/30/39 to Last 12 mo. Div. % : 
2/27/59 sae | con ton Lae 
Principal — Senet: Cap. Distr. (Bid) ress amaeg 
Low High Principal Ine. Distri. 2/27/59 eerie 
65.9 188.8 188.3 3.45 1.81 121.2 3.51 e 
714 $291.7 291.7 2.42 4.45 7192.5 2.69 
838.1 $337.3 337.3 3.16 3.39 244.3 3.15 
60.2 275.8 273.2 2.88 3.21 201.3 2.86 
73.5 $324.2 324.2 2.91 2.61 255.3 3.10 
73.6 291.7 289.1 2.95 2.32 243.2 2.97 
69.4 214.6 7213.7 3.62 1.14 7157.5 3.68 
65.2 $201.7 201.7 3.74 4.81 137.3 3.71 
73.5 238.3 238.3 3.45 1.16 198.1 3.57 @ 
— $303.3 303.3 3.06 2.96 256.7 3.16 e 
59.6 $199.3 199.1 3.44 2.83 150.0 3.51 
61.4 214.7 213.5 3.39 0.85 156.5 3.57 
69.2 $240.0 240.0 3.03 3.17 185.9 3.11 
80.9 231.5 7230.5 3.15 2.21 7183.5 3.10 
75.0 244.4 244.4 3.13 3.13 178.7 3.16 
— 307.9 307.9 3.51 4.19 234.2 3.53 @ 
65.1 $343.6 343.6 2.92 2.06 232.9 3.31 
70.1 256.6 256.0 3.21 2.77 186.1 3.27 
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Affiliated Fund*** _— 50.2 %$300.4 300.2 3.20 3.34 188.8 3.57 
Broad Street Investing Corp. —--..----.. 109.9 60.1 $377.3 377.3 3.45 2.55 297.5 3.67 
sesael 109.8 61.0 359.3 7359.3 2.67 4.33 $267.1 2.92 
S58, a — 76.1 %$245.0 ~244.7 2.81 4.40 7133.8 8.10 

Diversified Investment Fund, Inc.***(c) ___. — — $233.4 232.6 4.12 2.53 7185.1 4.16 e 
Las 109.0 62.1 293.2 291.8 2.91 2.75 224.3 3.11 

Dreyfus Fund**** ___. — — $435.0 433.6 2.10 2.94 365.6 2.30 e 
Eston & Howard Stock ———  ___ 107.1 62.7 438.9 437.8 2.39 1.65 371.0 2.51 

eee — — $424.7 424.0 3.05 3.49 343.9 3.48 @ 
Fundamental Investors —_______________-____. 105.2 64.8 $475.7 474.0 2.62 2.21 385.5 3.02 
Incorporated Investors 103.6 63.9 436.1 431.0 2.10 6.30 312.7 2.57 

Institutional Foundation Fund (c) — — — 269.8 7268.2 3.89 3.71 7189.0 3.79 e@ 
Investment Co. of America _...-- _ 69.0 $365.1 7363.7 2.48 4.66 +234.9 2.61 
Knickerbocker Fund (c) — 59.8 %155.8 155.8 3.25 3.76 88.7 3.29 
Loomis-Sayles Mutual Fund (c) —----_-__ 72.4 74.2 262.1 261.2 3.07 1.46 162.5 3.06 
Massachusetts Investors Trust _........______ 110.7 50.7 398.3 394.3 3.02 0.93 358.1 3.38 
Mass. Investors Growth Stk. Fund —.. 114.2 57.4 445.0 7440.4 1.70 0.89 +354.7 1.93 
Mutual Investment Fund (c) 129.7 56.1 233.2 231.8 277 2.64 173.2 2.88 
National Investors — 60.7 $506.3 506.3 2.13 6.11 375.8 2.37 

National Securities — Income***(c) a 66.0 $155.8 7154.5 4.82 0.96 7123.2 4.91 @ 
Selected American Shares 123.8 60.9 $297.0 297.0 2.90 4.67 198.0 3.15 
Sovereign Investors == — 62.5 $230.2 230.2 3.65 1.79 190.8 3.76 
State Street Investment Corp. 92.8 60.7 324.0 321.9 2.30 2.88 186.0 2.57 

Wall Street Investing Corp. (a) —-_-__. — a 406.0 404.2 2.94 1.23 374.4 3.06 e 
AVERAGE: STOCK FUNDS __._.._»_>S 107.4 62.5 $351.3 349.9 2.77 3.06 260.7 2.98 
00 STOCK INDEX (Standard & Poor’s)n _... 107.5 59.8 448.7 443.6 — — — — 
CONSUMER PRICE INDEX (B.LS.)n — | 99.7 207.9 — — — a fie 
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INCOME 
Panies out 
Securities 


ee 


Base index number of 100 is the 


FOL, 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such date and the re- 
sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
lutions) divided by the 1939 base offering price. 


PERCENTAGE includes only those dividends paid by the com- 
of income earned from dividends and interest on their portfolio 
excluding all capital distributions). 













offering price on Dec. 30, 1939. 


COL. 17 represents figure obtained by dividing such dividends accruing over 
the annual period ending with the stated date by the average of the twelve 
month-end offering prices ending on the corresponding date. 


CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 
distribution, if any, from capital gains or any other source, for the current 
annual period. 

COMPANIES ORGANIZED AFTER 1939 are given an initial index number 


on the date they commence business equal to the average of all those stock 
or balanced funds in existence at the time. 





t—New 

(c)—Rer 

(a)—D, 

Correction 
ican Shares, 
349.5, 


Marc 1959 


evised series adjusted to 1939 base. 
rouping awaits new detailed classifications. 
’ not reflect new acquisition cost. 

Jan. 1958 index: Col. 7 Selected Ameri- 
295.2; Average: 


Stock Funds, 


t—Adjustment for capital gains tax will be made in 


revised index. 


+Ex-dividend current month. 
@Principal index begins after 1939 base date. 
tHigh reached current month. 








**Became Balanced Fund in 1945, 
***Not included in balanced or stock average. 
****#Name changed from Nesbett Fund. 
Dreyfus now in stock grouping; New England in 
balanced. 


COPYRIGHT 1959 BY HENRY ANSBACHER LONG. 
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HE ATomic ENERGY COMMISSION IS 
§ ppriee by law to report to the 
Joint Congressional Committee on 
Atomic Energy within sixty days of the 
start of each new session on the “De- 
velopment, Growth and State of the 
Atomic Energy Industry.” These so- 
called “202” hearings—because required 
by section 202 of the Atomic Energy 
Act of 1954—have become recognized 
as the opening skirmish of the legislative 
battle which usually accompanies efforts 
to enact atomic energy legislation. The 
hearings also give the Commission an 
opportunity to summarize progress made 
during the previous year in this im- 
portant field. 

During his recent testimony, Commis- 
sioner Chairman John A. McCone, in 
offering highlights of the growth of the 
atomic industry during 1958, pointed 
out that expenditures on power reactors, 
and purchases in this country of re- 
search and power reactors for installa- 
tion in foreign countries, provided a 
moderate flow of business for private 
firms. Construction of full-scale nuclear 
power plants being built in the United 
States is privately financed, at a total 
cost to private industry estimated at 
about $300 million. During the fiscal 
year ending June 30, 1959, private ex- 
penditures for construction and fabrica- 
tion of such nuclear plants are expected 
to reach $70 million, compared with 
about $30 million the year before. 

Contracts of the AEC and the Depart- 
ment of Defense, however, are still the 
chief sources of business for nuclear in- 
dustrial and research establishments. 
These contracts include design and con- 
struction of both civilian and military 
reactors—the military reactors are pri- 
marily for propulsion—and for research 
and development in a variety of nuclear 
fields. During the 1959 fiscal year, AEC 
and DOD together are expected to obli- 
gate about $570 million to reactor work, 
divided about 60% for military and 
40% for civilian reactors. Of this total, 
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Developments of Investment and Commercial Interest 


VINCENT R. FOWLER 


$420 million is by the AEC. About $330 
million of the total is principally for con- 
struction and fabrication of reactors, up 
about $60 million from the year before. 
Of this total, $155 million is being obli- 
gated by DOD and $175 million by AEC. 


Progress in Power Reactor 
Technology: 


During 1958, six civilian nuclear 
power plants were being built, in addi- 
tion to the power plant for the NS 
Savannah and two power reactors for 
export. Two additional contracts were 
signed for cooperative industry-govern- 
ment developments of power reactors; 
six reactors now are under contract in 
this joint program. Three other proposed 
cooperative contract arrangements for 
reactors were being negotiated and one 
other had been proposed. Two other 
nuclear power plants were under con- 
struction and one other was being de- 
signed, wholly financed by private cor- 
porations. 

The steadily increasing scope of the 
program is indicated in the following 
chart which shows the chronology of 
development for reactor projects already 
undertaken. 

It was brought out in the “202” hear- 
ings that conversations have been held 
between AEC and Consumers Public 
Power District of Nebraska to discuss 
delaying construction of the 75,000 elec- 
tric kilowatt sodium-cooled, graphite- 
moderated reactor scheduled for initia- 
tion in fiscal 1960 at Hallam, Nebraska. 
The purpose of the possible delay would 
be to allow CPPD to take full advantage 
of technological and economic improve- 
ments which could be built into a 
sodium-cooled reactor as a result of 
operation of the Experimental Sodium- 
Cooled Reactor the Commission has 
recommended for early construction in 
fiscal 1960. 

Congressman Chet Holifield (D- 
Calif.) Chairman of the Subcommittee 
on Legislation of the Joint Committee 


Senior Vice President, Bozell & Jacobs, Inc., in charge of Nuclear Energy Division 


AEC-Congress Battle Looms on Atomic Program 


on Atomic Energy, also made public th: 
AEC’s decision to cancel the Chugach 
(Alaska) cooperative reactor project a 
a part of the second round of the Powe: 
Demonstration Reactor Program. 


AEC’s Proposed Power Program: 


In setting forth the Commission’s long. 


range proposed program, Chairman Mc. § 


Cone acknowledged various suggested 
programs put forth by several govern. 
ment and non-government groups during 


the past year. He then said, “While wef 


acknowledge with gratitude the help re. 


ceived from all the groups mentioned. | 
would emphasize that this statement is 


an expression of the Commission’s owr 
convictions.” 

AEC lists five basic objectives of th 
national civilian nuclear power program 
They are almost identical with those sug: 
gested by the Ad Hoc Advisory Com 
mittee on Reactor Programs and Policie: 
which reported to AEC early in January 
of this year. They are: 


“(1) Reduce the cost of nuclear 
power to levels competitive with powe1 
from fossil fuels in high energy cost 
areas of this country within ten years. 

“(2) Assist friendly nations now 
having high energy costs to achieve 
competitive levels in about five years. 
This assistance is to be extended 
mainly through clearly defined pro- 
grams of cooperation. 


“(3) Support a continuing long: f 


range program to further reduce the 
cost of nuclear power in order to 1n- 


crease the economic benefits and ex- 


tend these benefits to wider areas. 


“(4) Maintain the U.S. position of | 
leadership in the technology of nu |) 


clear power for civilian use. 

“(5) Develop breeder type reactors 
to make full use of the nuclear energy 
latent in both uranium and thorium, 
recognizing that U-235 alone may no 
be sufficiently plentiful to meet ou! 
needs over the long range.” 











The Commission’s program for achiev § 


ing these goals will be divided into three 
phases: research and development. pro 
totype construction, and finally com 
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¢ruction of commercial units. AEC will 
ke primary responsibility for phase I 
and II, but consideration will be given 
to efforts of private industry. The Com- 
mission will consider giving financial 
assistance toward capital costs of proto- 
type reactors to utilities willing to con- 
struct and operate such reactors. In 
phase III of the program, it is expected 
that industry will assume the primary 
responsibility. 


AEC’s Specific Nuclear Power 
Program for Fiscal 1960: 


The Commission’s specific program 
for fiscal 1960, for which authorization 
has been requested, includes continua- 
tion of many projects initiated in previ- 
ous years, modification in the direction 
of some, and initiation of these new 
ones: 


(1) Borax V—design and construction 


(2) Advanced Boiling Water Prototype 


—design and start construction 


(3) 


Experimental Organic-Cooled Reac- 
tor—design and start construction 


(4) 


Experimental Gas-Cooled Reactor— 
design and start construction 


(5) 


High Temperature Gas Reactor—re- 
search and development 


(6) 


Experimental Sodium-Cooled Reac- 
tor—design 


(7) 


Small Power Plant—design and start 
construction 


In order to carry out the program 
outlined for fiscal 1960, the Commission 
has requested authorization for approxi- 
mately $85 million to be allocated as 
follows: 





CIVILIAN POWER REACTOR CHRONOLOGY 

































































ie 
PRESSURIZED LIGHT WATER ekw (Net) | 
SHIPPINGPORT ATOMIC POWER STATION 60,000 Ange cedesecban om 
YANKEE ATOMIC ELECTRIC CO. 110,000 | | NPAANC $0 0 o> 
CONSOLIDATED EDISON THORIUM REACTOR {255,000 | ANLN 6 0 doo o> 
TT =) 
BOILING WATER 
BOILING REACTOR EXPERIMENT NO. 1 — | 
BOILING REACTOR EXPERIMENTS NOS. 2-4 2,000 | . 
EXPERIMENTAL BOILING WATER REACTOR 4,500 | sana pe se FA 
VALLECITOS BOILING WATER REACTOR 5,000 ee 
DRESDEN NUCLEAR POWER STATION 180,000 AWre coho 
NORTHERN STATES POWER CO. 62,000 wD 
RURAL COOPERATIVE POWER ASSOCIATION | 22,000 | a> 
HUMBOLDT BAY PROJECT 50,000 | | a> 
| | 
7 
ORGANIC COOLED | 
ORGANIC MODERATED REACTOR EXPERIMENT | None WAN 00h oe > 
CITY OF PIQUA 10,500 Design te stort 1959 
SODIUM COOLED | 
| 
SODIUM REACTOR EXPERIMENT 6,000 RAARAW epeccccccede coca 
HALLAM NUCLEAR POWER FACILITY 75,000 > 
CHUGACH ELECTRIC ASSOCIATION, INC. 10,000 Design te svart 1960 | 
| ! 
- a 
FAST BREEDER ; 
“ Mark 1 & tl Cores —_“r Mork Il Core ——) 
EXPERIMENTAL BREEDER REACTOR NO. 1!/ | Neg. peor EES «2/6 $0 > 
EXPERIMENTAL BREEDER REACTOR NO. 2 16,500 RAND oo 
ENRICO FERMI ATOMIC POWER PLANT 90,000 RAW deccesoe >! 
| | ] 
FLUID FUEL es | | 
HOMOGENEOUS REACTOR EXPERIMENT NO. 1 | Neg. © fea em ~ | 
HOMOGENEOUS REACTOR EXPERIMENT NO. 2 | Neg. Ned Serer 
_, iH 
GAS COOLED | | 
| } 
GAS COOLED POWER REACTOR 26,000 | ~ 
EAST CENTRAL | 
FLA. W. COAST NUCL. PWR. GROUPS 58,000 | Design te stert 1960 
oe - | 
HEAVY WATER | | | 
PLUTONIUM RECYCLE TEST REACTOR a = | NANAK: 6 D> 
HEAVY WATER COMPONENTS TEST REACTOR | None | 4 a 
CAROLINAS-VIRGINIA NUCL. PWR. ASSOC., INC] 16,950 | | | w= 
7 | a oe oe | 
1952 1953 1954 1955 1956 1957 1958 


' EBR-1, Mark | core - + Design, 1-48; 
Construction, 11-49; Operation, 8-51. 
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~ource: 25th Semi-annual Report of U.S. Atomic Energy Commission, Jan. 1959. 
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AEC PROGRAM 
(in millions) 


Modification to EBR-1 ». 4 $ 1.0 
Portable gas-cooled red¢tor —____ 2.5 
Modifications to MTR-ETR 2.0 
Flexible experimental gas-cooled _ 30.0 
Four experimental and prototype 
reactors __.+ _.. 80.0 





COOPERATIVE PROGRAM 
Research and Development Assist- 
(peat Se ee ee po EO 
Advanced high-temperature, gas- 
cooled 





The $30,000,000 for four experimental 
and prototype power reactors is for con- 
struction “either in cooperation with in- 
dustry or by direct government con- 
tract.” 

The $14,500,000 under the coopera- 
tive program is for AEC assistance in 
the Philadelphia Electric Company-High 
Temperature Reactor Development As- 
sociates gas-cooled reactor proposed to 
be built in Pennsylvania. The Commis- 
sion has agreed to accept the HTRDA 
proposal as a basis for contract negotia- 
tions. 

At the same time, as noted above, the 
Commission is requesting $30,000,000 
for construction of a modification of the 
gas-cooled reactor designed by ACF- 
Kaiser Engineers. The plant would be 
built at Idaho Falls, Idaho, and would 


be designed to study problems of this 
reactor type, with minimum generation 
of electric power. 


Joint Committee’s Reaction to 


AEC’s Program for Fiscal 1960: 


The reaction of several members of 
the Joint Committee was instantaneous 
and critical. Senator Albert Gore (D- 
Tenn.) , for example, referred to the pro- 
posals as “timid” and a “cut-back” from 
the program agreed upon by the Com- 
mittee last year. Rep. Chet Holifield 
stated, “I am disappointed at the inade- 
quate support the Executive Branch pro- 
posed to give to its atomic energy pro- 
gram through new capital facilities and 
improvements and the cooperative power 
program. ... Iam particularly distressed 
at the pitifully small program proposed 
for the civilian atomic power program.” 

Senator Clinton P. Anderson (D- 
N.M.) Chairman of the Joint Committee, 
announced that he and other members 
of the Democratic majority are giving 
serious consideration to augmenting the 
program suggested by AEC by the addi- 
tion of three large-scale reactor projects. 
These include a 100,000 electric kilowatt 
natural uranium fueled heavy water 
moderated power reactor, a 75,000 elec- 
tric kilowatt organic moderated and 
cooled reactor and a design study of this 
reactor. 


Thus the lines are beginning to form 
for a battle on nuclear energy legis\a- 
tion, despite reports of a growing air of 
cooperation and good feeling between 
the Commission and the Joint Commitice 
before the “202” hearings began. As the 
Washington Post and Times Herald 
stated, “AEC Chairman McCone clashed 
with Democratic members of a con- 
gressional committee yesterday (Feb. 
18) and heatedly charged them with not 
paying attention to what he had to say.” 


Youth Conference on the Atom: 


Electric utilities across the country are 
sponsoring the first national Youth Con- 
ference on the Atom in Atlantic City on 
April 30 and May 1. The purpose is to 
present to about 650 of the nation’s out- 
standing high school science students 
and teachers an inspiring picture of the 
many facets of the peacetime atom and 
to encourage interest in science educa- 
tion. 


Cooperating in this meeting are the 
AEC, National Science Foundation, Na- 
tional Science Teachers 
Atomic Industrial Forum, Science Clubs 
of America, Future Scientists of America 
Foundation, and the American Associa- 
tion for the Advancement of Science. 


Association, 


Participants will be sent by the 69 
cooperating electric companies. 
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A BANK FIDUCIARY FUND 
ov Multiple Kank Pp arlicipation 


HE Trust DIvisioN OF THE AMERI- 
eo Bankers Association recently 
approved a Model Act for incorporation 
and operation of a Mutual Trust Invest- 
ment Company, managed by the parti- 
cipating trust companies for investment 
(of their eligible) fiduciary funds. This 
action pleases trustmen in New York be- 
cause the idea originated in New York 
and the first such company has been in 
operation since May 1, 1955 under the 
name “Bank Fiduciary Fund.” A second 
mutual trust investment company, Con- 
necticut Fiduciaries’ Fund, Inc., was 
started October 31, 1958. It is my firm 
belief that these pioneer funds are the 
forerunners of many more to be estab- 
lished in other states. 

The mutual trust investment company 
is the practical solution to a problem of 
deep concern to every trust institution, 
large or small: providing investment 
supervision of the highest quality for its 
trust funds at a minimum cost. The com- 
mon trust fund serves the large trust in- 
stitutions well, but is obviously not a 
satisfactory answer for those banks 
which, because of size, cannot afford to 
provide necessary investment staff. 

The Model Act follows the New York 
statute closely and its approval is awak- 
ening widespread interest. The Fund was 
sponsored by the Trust Division of the 
New York State Bankers Association, 
and incorporated by a special act of the 
state legislature. Only banks in New 
York state, serving in true fiduciary 
capacities of executor, trustee, guardian, 
or committee, may hold its shares which, 
the statute specifically provides, shall be 
a proper investment for bank fiduciaries. 
Also, it limits the Fund’s portfolio to 
legal investments, and in New York this 
means not more than 35% of total mar- 
ket value in common stocks. 

Only 23 of a total of 168 banks in 
New York State with trust powers oper- 
ate common funds. The objective of 
Fiduciary Fund is to furnish the invest- 
ment facilities, advantages, and safe- 
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guards of a common trust fund to the 
fiduciary customers of our smaller 
banks. The by-laws provide that no bank 
operating a common fund is eligible to 
purchase its shares. 


Management and Costs 


Management is by a board of direc- 
tors of not less than 9 nor more than 15 
members, exact number being fixed from 
time to time by the by-laws; also, each 
of the 9 banking districts of the state 
must be represented. At present there 
are 1] directors, all bankers, serving 
without compensation. Since they need 
not represent stockholder banks, it is 
possible for officers of large institutions 
operating common funds to serve even 
though their banks cannot own shares in 
the Fund. This is a distinct advantage 
as it enlists services of wide experience 
in investment management. For exam- 
ple, 2 of the 3 members of the Fund’s 
investment committee are senior officers 
of large metropolitan banks which oper- 
ate common funds. 

Investment counsel is provided under 
contract by The Hanover Bank which 
also serves as custodian and transfer 
agent. So keen was the interest in obtain- 
ing this contract that 9 qualified banks 
submitted bids, with the result that the 
services of the successful bidder were 
obtained at favorable rates. 

The Hanover Bank’s fee constitutes the 
principal cost of operation. This fee, to- 
gether with the usual expenses for audit- 
ing, printing, travel, and certain state 
and local taxes, is charged to income 
before dividends are declared so the par- 
ticipating bank itself is under no direct 
expense whatsoever. Operating costs are 
held at a minimum: For the year ended 
April 30, 1958, taxes, fees, and other 
expenses totaled only $8,529.95 or 
4.37% of portfolio income. The low ra- 
tio reflects the fact that officers and di- 


rectors serve without compensation, and: 


the Trust Division furnishes’ its person- 
nel and facilities without charge. As the 















Fund has grown and income has in- 
creased, the proportion of income con- 
sumed has decreased and this may be 
expected to continue. 






Performance Data 


When the Fund opened for business 
May 1, 1955, 16 banks purchased 10,678 
shares at $100 per share; a total invest- 
ment slightly over $1-million. The initial 
investment of $1,235,000 in Connecticut 
Fiduciaries’ Fund, Inc., was subscribed 
by only 9 banks. The satisfactory experi- 
ence in New York may have been a con- 
tributing factor to this larger average. 

For the first 2 years, each successive 
quarterly valuation of Bank Fiduciary 
Fund showed a substantial increase in 
asset value; by July 31, 1957 the Fund 
had grown to $5,297,000 with 39 banks 
participating. The quarterly period end- 
ing October 31, 1957, witnessed a sharp 
and prolonged decline in both bond and 
stock prices and during the same period 
one of the Fund’s large shareholders 
withdrew to set up its own common fund. 
These two factors more than offset the 
continuing purchase of shares by other 
participating banks, so that as of April 
30, 1958, the total asset value showed a 
slight decline to $5,176,000. The past 
year has been one of substantial growth: 
at the moment the asset value amounts 
to $7,737,000, with 49 banks participat- 
ing. There is every reason to believe that 
the Fund is on its way to higher levels. 

































Fluctuation Resistant 

A striking feature of the Fund is an 
impressive resistance to market fluctua- 
tions. Since the initial offering at $100 
per share, the asset value reached a high 
of $109.82 on January 30, 1959. Only 
once in the 15 quarterly valuations has 
the per-share value been less than par; 
on October 31, 1957, after several 
months of declining bond and_ stock 
prices. During the same quarterly period 
the directors elected to redeem su)stan- 
tial holdings of Series “G” and “K” Sav- 


ings Bonds to reinvest in corporate 

























TrRuSsTs AND EsTrATES 








bone 
set V 
ately 
mail 
pari 
to a 
cory 
sur 
drec 
195: 
195 
vest 
sam 
$86. 
bon 
Poo 
only 






- in 
con- 
y be 


ness 
678 
vest- 
vitial 
ticut 
‘ibed 
peri- 
con- 
rage. 
ssive 
lary 
e in 
‘und 
anks 
end- 
harp 
and 
riod 
lders 
und. 
t the 
other 
April 
ed a 
past 
wth: 
yunts 
‘ipat- 
that 
vels. 


is an 
ctua- 
$100 
high 
Only 
; has 
par; 
veral 
stock 
oriod 
stan- 
Sav- 
orate 


‘ATES 











honds at more favorable yields. The as- 
set value of the shares recovered immedi- 
ately from the 1957 low and have re- 
mained well above par ever since. Com- 
paring the performance of Fund shares 
to accepted indices of government and 
corporate bond prices, they have been a 
surprisingly stable investment. One hun- 
dred dollars invested in BFF on May 1, 
1955. was worth $96.68 on October 31, 
1957, a decline of 3.3%. A similar in- 
yestment in government bonds over the 
same period would have shrunk to 
$86.85, down 13.15%, and in corporate 
honds (as measured by the Standard and 
Poor’s Index) would have been worth 
only $85.17, a decline of nearly 15%. 





















Dollar-Averaging Plus 






The investment policy of the Fund is 
established by the board of directors and 
carried out by the Investment Commit- 
te. From the beginning the policy has 
been to keep 35% of the funds invested 
in common stocks. This was based on 
the feeling that 35% was probably less 
than the percentage each individual 
bank would carry if it was not confined 
by statutory limitation. Furthermore, it 
provides the benefit of dollar averaging 
because new money gives opportunity to 
buy into the market quarterly. That has 
been a very significant feature and the 
35% limitation has actually improved 
lollar averaging. When the value of 
tocks increases in percentage because 
f favorable market action, the Fund 
may be foreclosed completely from pur- 
thasing additional stocks when prices 
are high; when they are low, there is ex- 
tra room for equities, and perhaps all of 
the new money added to the Fund may 
be used to buy common stocks at lower 
prices. A good example of this built-in 
control occurred at the quarterly valua- 
tion on January 30, 1959, when common 
tocks amounted to more than 35 per 
cent of total market value; as a result, 
et new funds received for investment, 
amounting to $474,000, had to be in- 
vested entirely in bonds. 





































Fund shares have shown steady im- 
provement in yield. In the beginning, an 
attractive feature was the opportunity 
given investors to tender U. S. Savings 
Bonds. Series “G” and “K” at par in 
lieu of cash for up to 50% of their par- 
ticipation. This privilege was exercised 
by nearly all participants with the result 
that the Fund’s initial holding of low- 
yieldi: g securities was disproportionate- 
ly large, As recently as April, 1957, Sav- 
ings !tonds amounted to 30% of the 
portfo'io. During the latter part of 1957 
the directors liquidated practically all 
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Savings Bonds to obtain higher yields 
in corporate bonds and favorable results 
were immediately apparent. 


Dividends amounted to $3.17 for the 
first year; $3.36 the second and for the 
year ended April 30, 1958, had risen to 
$3.70. New funds, net of withdrawals, 
received since last April, amounting to 
approximately $2,155,000, have been in- 
vested at an overall yield of better than 
4% so there is reason to anticipate total 
dividend for the current year of slightly 
over $4 per share. 


Advantages to Participants 


In many respects, the advantages are 
comparable to those accruing to banks 
with common funds, but there are others 
peculiar to this type of company. The 
operating economies offered by the Fund 
will appeal to any banker. Take my own 
institution; at the moment we hold 6,986 
shares with a value of $768,320 for 114 
different accounts. Since approximately 
65% of this sum is invested by the Fund 
in bonds and 35% in stocks, our shares 
represent the equivalent of 499 indivi- 
dual bonds and, if we assign a $1,000 
value to each issue of stock, 268 stock 
certificates. For this very substantial in- 
vestment, we have | stock certificate to 
control and 4 dividend checks per year 
to process. The saving to the bank in this 
simplification of procedure is, to put it 
mildly, considerable. We have reduced 
drastically the number of control units, 
minimized the risk of robbery and em- 
bezzlement, cut insurance costs, released 
badly needed vault space. We have dis- 
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pensed with hundreds of tickler cards; 
eliminated countless hours consumed in 
clipping coupons, preparing coupon en- 
velopes, listing and mailing coupons to 
our New York correspondent. Moreover, 
we have reduced the time required for 
bank examiners, auditors, and employees 
to check individual bonds and stock cer- 
tificates. Perhaps most impressive is the 
time saved in executing purchase and 
sale of hundreds of bonds and stocks 
for individual accounts. As the country 
auction advertisement aptly puts it: there 
are other savings “too numerous to 
mention.” Since many of us are now 
charged with producing favorable earn- 
ings for our trust departments in the 
face of sharply rising costs, the many 
economies offered by the mutual trust 
investment company have great appeal. 


Problem Solver — Not Problem 
Child 


The Fund provides other advantages 
to the participating bank. The one certi- 
ficate you hold represents, in effect, 
your common trust fund, and through 
it you have gained these substantial 
benefits: 


1. Your trust funds have been in- 
vested for you in a diversified port- 
folio of bonds and stocks, which is un- 
der constant supervision by a highly 
qualified investment staff at no cost 
to your bank. 

2. Since it is provided in our 
statute that the shares are proper 
investments for trust funds, there is 
little risk of surcharge provided that. 
the original purchase did not violate 
the terms of the controlling instru- 


Customers Moving 
to Georgia? 


Give them a friendly send-off 
—an introduction to the Trust 
Department of First National 
Bank. Our experienced Trust 
Officers take special pleasure 
in handling the estate prob- 
lems of newcomers referred 
to them by colleagues. 


ae 


First National’s free 
booklet on estate plan- 
ning is available to your 
Georgia-bound custom- 
ers. Write for a copy. 


The Atlanta Bank Serving the South Since 1865 









ment, or involve an unreasonable sac- 
rifice of principal or income. 


38. Under New York law, banks 
operating common trust funds must 
account for the administration of 
these funds within the first 15 
months of operation, and every 4 
years thereafter. Purchase of Fund 
shares, in lieu of establishing a com- 
mon trust fund, eliminates the con- 
siderable expense involved in prepara- 
tion and filing of such accountings. 


4. In each trust that holds shares, 
the amount involved represents but 
one investment to be accounted for at 
the termination of the trust. 








































































































5. The attitude of supervisory au- 
thorities, with whom we wish to work 























in harmony, has been more than 
favorable. They are enthusiastic about 
the Fund and have encouraged its use 
by banks which do not operate com- 
mon funds. 


For a new venture without precedent, 
the Fund has presented surprisingly few 
problems. The by-laws provide that after 
the first six months, no bank may ac- 
quire more than 10% of the total stock 
outstanding at the time of purchase. 
The Connecticut Fund follows the Model 
Act by fixing this limitation of the pur- 
chase of stock of any one bank at 25%. 
Experience in New York has shown that 
a limit of 10% is too restrictive, and ap- 
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Established 1889 
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in the Heart of the Civic Center, Brooklyn 
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proval of a change in the by-laws inc: eas. 
ing to 15% was approved at the recent 
annual stockholders meeting. Thus, there 
is every reason for the smaller trust jn. 
stitution to look to the Fund rather than 
to a common trust fund of its own for 
the solution of its investment problems, 


Procedural Points 


The New York statute, (like the Fed. 
eral Reserve Regulation) limits invest. 
ment in the Fund to $100,000 per trust, 
As pointed out in the footnotes to the 
Model Act, “opinions may differ as to 
the limit that ought to be placed on the 
maximum investment by a single trust, 
and as to whether that limit should be 
expressed in the statute, in the corporate 
by-laws, or perhaps in the regulation is- 
sued by the State Banking Department” 
. . » We do know that the $100,000 lim- 
itation has not created any problems in 
New York. 

So far, there have been no serious ac- 
counting difficulties. In the future, it may 
be desirable to realize capital gains in 
order to keep the shares in a price range 
that will offer a yield sufficient to attract 
new funds. If so, such gains will prob- 
ably be taken at one time, and in rela- 
tively large amounts, in order to reduce 
the accounting burden on shareholders. 

The procedure for entry and _ with- 
drawal is simple and once understood 
becomes routine. Two weeks before a 
quarterly valuation date, a letter of in- 
tent is forwarded to The Hanover Bank 
specifying the number of shares to be 
purchased for each trust and requesting 
that they be acquired when the exact as- 
set value per share has been determined. 
The custodian is authorized to clear the 
transaction with our New York corre- 
spondent, to whom a copy of the letter 
of intent has been sent. In redemption 
of shares, a notice of withdrawal is for- 
warded in the same manner; the custo- 
dian may be instructed to pay by check 
for redeemed shares or to handle the 
transaction through our correspondent. 


Obviously, the bank must make a care- 
ful review in advance of the investment 
needs of its trusts; and in determining 
the number of shares to be purchased, 
consideration must be given to the prob- 
able unit price at the coming valuation 
date. To illustrate, if you have a $5,000 
fund to invest and value of shares on 
the previous quarterly valuation was 
$110 per share, you would probably be 
safe in purchasing 45 shares for the trust. 
From a practical standpoint, the custo- 
dian revalues the Fund informally a! the 
end of each month — although not re- 
quired to do so — and with this infor- 
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mation one can estimate with reasonable 
aecuracy costs at an approaching valua- 
tion date. 


The Missing-Persons Story 


Despite the impressive record of the 
fund, continuous promotional effort may 
he necessary to insure a steady flow of 
new capital. During the past year, of- 
fcers of the Fund have made personal 
calls on over forty banks, about one-half 
being nonparticipants at the time. Other 
banks have been reached through reports 
at regional trust meetings. To those in- 
terested in establishing a mutual trust 
investment company in other states, the 
facts learned from these visits should be 
of interest. We found that banks have 
not made full use of the Fund for one 
or all of the following reasons: 


1. They are unfamiliar with nom- 
inee registration and the steps neces- 
sary to form a nominee partnership, 
though this is a simple procedure. 
From the beginning, our Trust Divi- 
sion, like the A.B.A. Trust Division 
office offered to furnish sample papers. 

2. There was a mistaken feeling 
that their department was too small 
to use shares effectively. Yet it is this 
type of trust department that will be 
helped the most. 

3. The officer in charge of the 
trust department simply  procrasti- 
nated; the Fund was something new 
and different, and he never got around 
to doing anything about it. This is 
perhaps the most common reason for 
failure to purchase shares. 

4. The bank was reluctant to ad- 
mit to the community that its staff 
was not competent to invest trust 
funds without outside assistance. 

5. Some smaller institutions enter- 
tained the notion that local mort- 
gages and savings accounts offered 
sufficient opportunity to invest small 
trusts to advantage and didn’t care to 
change their habits. 


Each of these objections can be over- 
come by explaining the advantages but 
for such explanation to be most effec- 
tive, personal interview must be used. 

In visiting banks which were already 
investors, we found many were missing 
opportunities to make the most effective 
use of the Fund. Some were investing 
only their smallest accounts, others were 
limiting investment to guardianship and 
committee accounts. In my bank, we 
consider BFF as our common trust fund 
in inter vivos and testamentary trusts, 
whether or not limited to legal securi- 
ties. \Ve use it in discretionary accounts 
because we consider the shares a good 
substitute for corporate bonds due to 
price stability and income yield, and we 
like the idea of approximately one-third 
of such investment being represented by 
‘ommon stocks. Since shares may be re- 
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deemed every three months, they take 
on some aspects of a short-term invest- 
ment. They are particularly well suited 
to the investment of cash which may ac- 
cumulate monthly through mortgage 
amortization, Savings Bond redemption 
or other cash payments. 

One question asked is “when is the 
best time to start such a Fund?” Based 
on our experience, it does not seem to 
make much difference. In 1955 we were 
cautioned that security prices were high 
and it would be prudent to wait a more 
favorable market situation. Since funds 
may be invested or withdrawn quarterly 
in what is in reality a balanced fund, no 





one should hold back in hopes of buying 
in at a lower market level. In New York, 
the fixed equity ratio plus advantages of 
dollar averaging tend to reduce the sever- 
ity of market swings. 

Bank Fiduciary Fund has proven a 
valuable addition to the trust services of 
our state. To other states such a com- 
pany should offer similar advantages, 
both to the participating trusts and to 
the corporate fiduciaries. If your state 
association should decide to follow the 
lead of New York and Connecticut, I 
would recommend that the banks in- 
terested purchase shares as soon as the 


Fund is established. 








Never too far 


Even if you live a long way from Philadelphia, you’re 
never too far to take advantage of Fidelity’s trust and 
estate services. Over 90 years’ successful experience has 
made Fidelity one of the country’s largest trust companies. 
Funds exceed a billion dollars—and clients include both 
institutions and individuals. If you plan to set up a trust or 
if you have an’estate to be administered, call on Fidelity. 


FIDELITY-PHILADELPHIA TRUST COMPANY 
Broad & Walnut Sts., Philadelphia 9, Pa. 


Member Federal Deposit Insurance Corporation 





Simplified Method of Establishing and Operating 


A Common Trust Fund 


C. S. ONDERDONK, II! 


Assistant Trust Investment Officer, 
Montgomery County Bank & Trust Co., Norristown, Pa. 


66 \\\ ] HY DIDN'T WE HAVE A COMMON 

Trust Funds years ago?” We 
have been asking ourselves this question 
since the start of our Fund in 1956 and 
it is undoubtedly the same question you 
will be asking after the start of your 
Fund. At present there are only 245 
banks in the United States operating 
Common Trust Funds so many of you 
undoubtedly represent institutions now 
contemplating their use. 

In thinking about Common Trust 
Funds, three major questions come to 
mind. “Should we have a Fund? How 
do we install it? How do we operate it?” 

The best answer to the first question 
is found in a survey of your own ac- 
counts, listing your bonafide trusts 
which would be candidates, together 
with the prospective cash available for 
investment. You may find cases where it 
would be advantageous to take profits 
which, in some instances, can be offset 
by losses and the overall yield improved 
by investing in the Fund. Other sources 
of available cash may be past due “E” 
bonds, “G” bonds, mortgage amortiza- 
tions, and bonds maturing between your 
survey and the time you anticipate start- 
ing your Fund. This is not an overall 
sales program but concerns logical in- 
vestment changes which you believe ad- 
vantageous for your trusts. 

How do you know that this survey 
would be worthwhile? If your depart- 
ment is over $5 to $10 million in bona- 
fide trusts and you have a large number 
of small accounts, such a survey would 
definitely be worthwhile and the advisa- 
bility of a Common Trust Fund becomes 
an important consideration. Its feasibil- 
ity depends largely on the number and 
nature of the trusts to be invested in 
their entireties. 


Size and Shape 
We found that the size of our trusts 
was not an all-important factor except 
for those extremely large ones where 
taxes dictated sizable use of municipals 
or where sufficient diversification could 
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be achieved within the account itself. In 
several cases, an investment in the Fund 
was advantageous even though the trust 
itself was large. 

The first step in answering the second 
major question, “How do we install it?” 
is to consult the A. B. A. Handbook on 
Common Trust Funds (3rd Ed.) which 
includes a sample Plan and discussion 
of its various provisions. Secondly, ob- 
tain copies of other Plans, particularly 
in your state, note their difference and 
decide on those provisions most suit- 
able. For example, we decided we did 
not want to use mortgages in our Fund; 
consequently we wrote in a provision 
prohibiting their use. 

After preparing a preliminary draft 
we suggest sending it to counsel and to 
your chief bank examiner for review. In 
our case, their suggestions enabled us to 
improve certain provisions. The Plan is 
then ready to present to the Board of 
Directors for approval. 


“How To” of Operation 


The operation might well begin with 
a dummy fund operated concurrently 
with drafting of the Plan. Within a 
short time this dummy fund can experi- 
ence all phases of a Common Trust 
Fund’s operation from admissions 
through income accruals to valuations. 
For simplicity, this dummy fund should 
be small — 5 to 6 fictitious accounts — 
possibly 10 investments. Its advantages 
are many. It reveals operations and prob- 





PROCEDURE (IN ORDER) FOR 
ACCOMPANYING FORM 


Accrued interest paid out on purchase of 

bonds. Also carried over to balance column. 

(b) Interest receivable at end of quarter. Obtained 
by multiplying number of bonds by appropri- 
ate factor. Total of these balances for all bond 
investments at end of quarter equals total 
interest receivable. 

(c) Interest earned during quarter. Obtained by 
subtracting preceding balance from Amount 
Receivable (b). Total of these earnings for 
all bond investments at end of quarter equals 
total interest earned during quarter. 

(d) Lines denote end of quarters. 

(e) Interest payment. This decreases amount re- 

ceivable in balance column. 


Interest received on bonds sold. 
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lems heretofore not considered. It de- 
jemines the best forms and procedures. 
It trains a bookkeeper in all phases of 


| operations, and foremost it establishes 


an accounting record for future refer- 
ence When your actual Fund begins. 

During the same time regular trust 
reviews can earmark funds for Common 
Trust Fund investment for entry on an 
Intention Form the first sheet in your 
set of forms. We use these later to pre- 
pare a list of the trusts to be invested. 
This list is approved by the Trust Invest- 
ment Committee prior to valuation date 
and later used by the bookkeeper to de- 
termine the number of units. 


In writing to parties of interest, we 
use a form letter and enclose a booklet 


idescribing the Fund purposes and op- 


eration. This is well worth its relatively 
small cost as it materially reduces ques- 
tions and explanations. Initially we mail- 
ed some 250 of these letters and booklets 
and received only five inquiries and only 
three actual objections from _benefici- 
aries. 


Security Records 


The only other form used in the ad- 


F mission and withdrawal of units is a 
Record of Participations, at the top of 


which are the numbers of the related ac- 
counts which must be included in de- 
termining the maximum investment. Re- 
cording these numbers saves a great deal 
of time in referring to trust instruments 
to ascertain whether certain trusts are 
related for purposes of participating. 
Our experience has demonstrated that 
the operation of a Fund is no more dif- 
ficult than that of a large trust and that 
itis simple to install and operate, a high- 
ly useful medium of investment and ac- 
tually a necessity for a medium-sized 
trust department. Its advantages far out- 
weigh any possible disadvantages. 


[Editor’s Note: Mr. Onderdonk then 
described a unique but simple method of 
figuring and recording accruals, as the 
accrued and received income both are 
distributed, in contrast to usual trust ac- 


| countings, This is illustrated in the form 


on page 248. He also presented a form 
stock holdings, and a typical 
sheet. ] 


balance 
A. & A 


® Gains in gross earnings and net sur- 


Plus sre cited in the recently received 
annue! report of Executor Trustee & 
Agency Co. of South Australia, Ade- 
| laide’ New appointments as executor 


teach’d a record and new business of 
£3,541 698 brought total assets under 


administration to an all time high of 
£22,552,992. 
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New Procedure for Treasury 
Dealings 


New Treasury procedures designed to 
assist taxpayers in their dealings with 
the Internal Revenue Service became ef- 
fective March 15, 1959. The new proce- 
dures will enable persons, not enrolled to 
practice before the Service, to represent 
taxpayers before revenue agents and ex- 
amining officers in the District Directors’ 
offices with respect to returns prepared 
by them. The change is designed to meet 
the increased need for competent assis- 
tance to taxpayers resulting from the tre- 
mendous increase in the number of tax 


returns filed since the former Treasury 
provisions were put into effect. 

The Treasury Department said it 
would permit any person who prepares 
a return for a taxpayer to appear as the 
taxpayer’s representative, with or with- 
out the taxpayer’s presence, before rev- 
enue agents and examining officers in the 
Audit Division in the offices of District 
Directors with respect to tax liability for 
the period covered by that return. Prop- 
er authorization from the taxpayer will 
be required. The change would not per- 
mit unenrolled persons to so represent 
taxpayers with reference to estate, gift, 
and certain corporate tax returns. 





WE WELCOME 


opportunities to put our long years of 


experience in the New England banking 


and trust field at the service of those who 


need cooperation in this area. 


SECOND BANK-STATE STREET 
Trust Company 


BOSTON, MASSACHUSETTS 


HEAD OFFICE 
111 FRANKLIN STREET 


TRUST DEPARTMENT 
STaTE STREET OFFICE: 53 State Street 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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DISCLOSURE OF PENSION DATA 


CECIL P. BRONSTON 


Vice President, Continental Illinois National Bank & Trust Co., Chicago 


EGARDLESS OF THE HISTORY PRE- 
R ceding enactment and the prospects 
for future changes in the Federal Wel- 
fare and Pension Plans Disclosure Act, 
effective January 1, 1959, our customers 
and we are faced now with the realities 
of its observance. It applies to all plans 
having more than 25 members which 
provide any of these nine types of bene- 
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Services 


THE BANK 
OF VIRGINIA 


RicHMOND 
PETERSBURG 
ROANOKE 
Newport News 
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fits: medical, surgical, hospital care, sick- 
ness, accident, disability, unemployment, 
retirement, and death. Our customers are 
concerned with all these benefit plans; 
but, with rare exceptions, our interest 
as corporate trustees is confined to pen- 
sion plans, profit-sharing plans with re- 
tirement benefits, and supplemental un- 
employment benefit plans. 

Observance of the Act consists of fil- 
ing with the Secretary of Labor and 
making available to plan members, first, 
a description of the plan and, later, an- 
nual reports of its operation. Now, who 
does this? The administrator. And who 
is that? Industry groups and their at- 
torneys and consultants seem to have 
reached the fairly general conclusion 
that the company or organization spon- 
soring the plan will file the description 
and subsequent annual reports as the 
administrator. This conclusion does not 
rule out the possibility that the admini- 
strator, under certain circumstances, 
may be an administration committee, 
board, or other entity having similar 
responsibilities. However, it does seem 
clear that the administrator is not the 
insurance carrier in an insured plan, 
nor the typical corporate trustee in a 
trust fund plan. 

Practical advantages that will flow 
from the fact that the sponsor is the ad- 


ministrator are seen in these considera. 
tions: 


1. A sponsor may have many types 
of plans, all of which require and, jf 
he is the administrator, will receive 
coordinated attention. 

2. Under the Act, the Administra. 
tor’s office is to be the “principal office 
of the plan” where copies of the de. 
scription and reports are to be held 
and made available to participants. If 
this is also the sponsor’s office, the 
sponsor himself will have the advan. 
tage of dealing directly with thos 
participants who seek informatio 
about benefits and operation. 

3. If communications with partici- 
pants for all of a sponsor’s plans are 
centralized in one office, requests for 
information can be best controlled and 
uniform treatment assured in connec. 
tion with all plans of the sponsor, 

4. The sponsor is the only entity 
that has all the information and docu. 
ments required for the plan descrip. 
tion, and will have most of the ma- 
terial for the annual reports. 


Forms and Procedures 


Under the Act, the Secretary of Labor 
is required to prepare and make avail. 
able suggested forms for the publication 
of plan descriptions and the annual re. 
ports. In preparing the suggested forms. 
the Secretary of Labor has accepted 
many recommendations from represen: 
tatives of industry, labor, and trade as- 
sociations. The resulting forms appear 
to be satisfactory although, under the 
law. their use is optional. 

The Secretary did not agree with rec. 
ommendations that questions 4, 5, and ! 
of Form D-1 should be deleted. Thes 
questions deal respectively with 
gories that best describe the groups cov. 
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ered by the plan, categories of industry 
in which most of the participants are 
employed, and the description of the 
functions and statement of who performs 
the functions in carrying out the various 
plan activities. Possibly some admini- 
strators may not answer these questions 
on the premise that the information call- 
ed for is not specifically required. 

For the annual reports in plans with 
which we are concerned — that is, Form 
D-2 — much of the information will or- 
iginate with actuaries and ourselves, as 
corporate trustees. Examination of the 
latest draft of this form indicates we 
will be especially interested in Part 3, 
questions 11 and 13, and the exhibits. 

Question 11 calls for a: statement of 
assets and liabilities, a summary of re- 
ceipts and disbursements, a schedule of 
salaries paid and charged to the plan, 
and a schedule of fees and commissions 
paid and charged to the plan. It is under- 
stood that, in providing the information 
on fees and commissions paid, it will be 
suitable to omit items such as brokers’ 
commissions which are capitalized as a 
part of the cost of assets acquired. 

Question 13 deals with “party in in- 
terest” transactions. If any of the assets 
of a fund were invested in securities or 
properties of the employer or employee 
organization or any party in interest by 
reason of being an officer, trustee, or em- 
ployee of the fund, the securities and 
property must be listed at cost, present 
value, and percentage of the total fund. 
In addition, a report must be made on 
fees and commissions paid and charged 
to the plan incidental to the purchase or 
sale of such securities or properties, list- 
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ing the payee, purposes for which paid, 
and the amount. If any loans were made 
to such parties during the year or were 
outstanding at the end of the year, a 
schedule of full information concerning 
such loans must be made. 

It is in connection with our customers’ 
preparation of Form D-2 that we should 
be able to be of greatest service. In most 
cases, the statements we normally render 
contain all information required. How- 
ever, we will want to be alert to any pos- 
sibilities for the adaptation to, and issu- 
ance of our statements in, such style that 
the needed facts and figures stand forth 
for ready transcription, or may even be 
used directly for the necessary exhibits. 
Only with experience will we be able to 
tell what additional fees, if any, will be 
needed to cover our participation in the 
work incident to the annual reports. Gen- 
eral acceptance and use of the forms 
suggested by the Secretary of Labor 
should result in savings of time, effort, 
and dollars for all concerned. 

Because of the Disclosure Act, plan 
terms and financial details that have been 
known heretofore only to the few will 
become available, not only to plan mem- 
bers, but to the public in general. Fund- 
ing and actuarial concepts, investment 
policies and results, will be open to com- 
parison and for such use as interested 
persons may desire. 

[The remainder of Mr. Bronston’s pa- 
per reported in behalf of the Employees 
Trust Committee on the suggested 
amendment to Section 46.2 of the New 
York State Insurance Law, and a similar 
proposal in Connecticut, which would 
allow an insurance company to act as 


COMPLETE TRUST SERVICES 
- Throughout Washington State 


The Pacific Northwest’s largest 
financial institution makes availa- 
ble to you its wealth of experience 
in administering trusts and estates 


in every part of Washington State. 


SEATTLE - FIRST 
NATIONAL BANK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





trustee to accumulate funds under pen- 
sion or other retirement plans which 
provide for the purchase of annuities 
for the plan members upon their retire- 
ment. This proposal was detailed in 
the February issue at page 136. The 
speaker concluded his review thus: “The 
subject transcends any mere matter of 
competition between trust institutions 
and insurance companies. The questions 
involved can be answered only in the 
public interest. In that interest, the equi- 
ties would seem to lie with the corporate 
trusteeship of retirement trusts being 
continued in banks and trust companies 
only.” 
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The Hartford National Bank 
and Trust Company is one of 
New England’s leading banks. 
Its Trust Department, which is 
responsible for the care and 
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at approximately $515,000,000, 
is ready to assist you when- 
ever you desire an experienced 
representative in connection 
with estate administration or 
other fiduciary and _ banking 


services. 
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~~ 


1957/58 turnover was again over 
eight and one-half million dollars, 
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American consignments, which can 
now be PAID IN DOLLARS. 
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low commission terms 
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and specimen catalogues 
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34 New Bond Street, London 
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Possibilities under Keogh Bill* 





CANADIAN EXPERIENCE 


J. FRASER COATE 


Manager, Pension Division, Montreal Trust Company, Toronto 


S A MATTER OF PROCEDURE FOR REG- 
A istration, the details of a retirement 
plan are filed with the Department of 
National Revenue and, if acceptable, ap- 
proved. At the time of receiving individ- 
ual applications, these are listed and 
sent to Ottawa as being registered mem- 
bers of the approved plan. As a member 
of the plan, the taxpayer attaches his re- 
ceipt for contributions to his tax return 
just as he would a receipt for an allow- 
able gift to a charity. 

Association Plans at first appeared to 
provide an ideal and readily sold and 
administered market; our experience, 
however, has not been favourable to 
date. Only one association, the Canadian 
Medical Association, has appeared to 
have been so organized on a national 
basis that an association plan of ade- 
quate size has been established. This 
plan is split funded, with 40 per cent 
of the contributions voluntarily allocated 
to fixed interest units provided by an 
insurer and 60 per cent going to equity 
units provided by a trust company. Ap- 
plications were obtained from about 10 
per cent of the membership of 16,000. 
We foresee considerable difficulty with 
association plans generally and suggest 
that if established, investment be made 
in units of a pooled fund rather than 
a separate fund for that account. 

By arrangement with the Royal Bank 
of Canada, participants are encouraged 
to open a retirement savings plan ac- 
count at any one of some 840 branches 
and to make monthly deposits. While 
the savings account interest will be 
somewhat less than that produced by a 
quarterly contribution to our plan, the 
member has the advantage of waiting 
until February 20 of the following year 
to determine exactly the amount of his 
earned income and then to instruct the 
bank as to the amount to be transferred 
to us and the type of units to be pur- 
chased. 


*The history of this Bill, providing tax defer- 
ment for contributing to a retirement plan for 
self-employed individuals, is outlined in the Decem- 
ber 1958 issue at page 1127 where the experience 
in Canada under a similar law is also reviewed. 
Hence, some of the material presented by Messrs. 
Coate and Bliss is omitted here. 



















There have been a number of en. 
quiries as to whether it would be pos. 
sible to contribute an additional amount 
for investment over and above the 
amount permitted for tax exempton. 
So. far we have had to say no to such 
requests. If accepted, we would be re. 
quired to segregate these contributions 
with respect to yield on the units and 
to report this income for tax purposes, 
At the time of retirement, we would be 
required to segregate again the total 
value of the tax-paid units from the tax- 
exempted units. This admittedly can be 
done, and it may be a development for 
the future. 















In the first year, some 70 per cent 
of the contributions received were in- 
vested in equity units as against 30 per 
cent in fixed interest. We cannot predict 
the result for this year, but it may be 
that a greater number will be attracted 








by the current fixed interest yield in ex- 
cess of 414 per cent net, which com- 
pounded tax exempt is certainly most 
attractive. 






The member may not only change his 
allocation as between fixed interest and 
equity investment from year to year, 
but he may also at any time instruct 
us to sell units of one type at the then 
market value and replace them with 
units in the other. This we feel will be 
followed by many who may have ac- 
quired a sizable capital gain in equity 
units before retirement and decide to 
be more conservative in the last few 
years by a switch to fixed interest. 












Comparison with U.S. 





No statistics are available as to the 
total dollars contributed under all of 
the approximately 32,000 plans regis- 
tered throughout the Dominion in the 
first year. A good guess might be about 
$700 per member or a total of $22, 
400,000. To project these figures into 
the U.S. economy, the following statistics 
will be helpful. Our personal income tax 
rates vary somewhat but are generally 
comparable. While the U.S. population 
ratio to ours is 10.3 to 1, that of the 
gross national product is 13.7 io 1, 
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personal income 14.6 to 1, and personal 
gvings 14.1 to 1, It may well be that 
, considerably higher proportion of 
nembership and amount of contribution 
an be expected in the U.S. than the 
ppulation figures alone would indicate. 

It should be noted the trust company 
business in this field is somewhat un- 
equally divided among seven trust com- 
pnies. The great portion of the associa- 
tio plan business is in the one Asso- 
cation. It is too early to obtain the 
results of this past year, but it would 
appear we will have a persistency of 90 
yer cent to 95 per cent and a new busi- 
yess experience of something less than 
that of the first year. 

Administratively, are involved 
yith issuing a receipt for tax purposes, 
waintaining the individual account in 
mits, determining the value of the units 
quarterly, and 











we 








providing an annual 




















| tte THAT LEGISLATION SIMILAR 
in objective to the Keogh Bill as it 
passed the House last summer will be 
in the statute books before the present 
1960. The im- 
uediate problem is not the membership 
if the House* It is the Senate Finance 
Committee that will determine what 
steps are to be taken, and when, in con- 
‘dering the legislation. 

The basic facts are these: 







(ongress adjourns in 












1. It is socially desirable and 
recognized in legislation that income 
should be available to the elderly. 

2. If it were not for this, the pres- 
ent tax benefits permitted under cor- 
porate pension plans probably would 
have been restricted — if allowed at 
all. 

3. There is as much if not more 
reason for similar benefits in the case 
of the self-employed because of the 
obvious hazards involved when one is 
dependent solely on one’s own efforts 
for income. 


















The favorable report of the Ways and 
Means Committee on the Keogh Bill in 
1958 made this observation: 









Your Committee believes that it is 
unre:sonable that self-employed per- 












sons should be precluded by law from 
obtaining equivalent tax treatment 
with respect to retirement savings to 
that available to employees under a 
qual ‘ied plan. 

ee 

J *The V »ys and Means Committee by vote of 18 

a 3 appr ved the Keogh-Simpson Bill at about the 

at that Mr. Bliss was delivering his talk 
ep. { 





The House passed it on Feb. 16. 
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UNITED STATES PROSPECTS 


CHARLES M. BLISS 


Executive Vice President, 


statement to participants. We have estab- 
lished an annual fee of 34 of 1 per cent 
on the market value of the fund which 
is deducted quarterly from income. 
While it may require several years to 
develop a profit, that derived on this 
basis in from five to ten years should 
be quite adequate indeed. 

It will be some time before we can 
establish that the addition of these new 
accounts to our list of clients has been 
of significant benefit to other depart- 
ments in their field of service. For many 
it will be their first actual contact with 
a trust company. Many have but little 
concept of what a trust company does 
or how it can serve them. It is our hope 
that the members of our retirement 
savings plan will henceforth consider us 
as their trust company and that our 
varied services will be of assistance and 
real value to them. 


The Bank of New York 


At a hearing in 1955, the Treasury 
Department admitted the discrimination 
in the Internal Revenue Code against 
the self-employed and pensionless em- 
ployed and said: 


Tax relief seems most clearly indi- 
cated for self-employed individuals 
who do not have even potential tax 
benefits under existing law in provid- 
ing themselves with retirement in- 
come. 

The Treasury Department has con- 
sistently opposed the measure because 
of the revenue loss. The figure men- 
tioned in Committee is $365-million an- 
nually. Moreover, until all employees 
are covered by qualified pension plans, 
a continuing inequity will exist. It is 
estimated that there are 30-million em- 
ployees who are not covered by private 
pension plans. The Treasury Department 
made good use of this argument and 
forecast demands for legislation that 
would widen the group to be benefited 
and thereby increase the revenue loss. A 
figure as high as $3-billion annually was 
mentioned. 

While these and other arguments will 
be presented before the Committee, one 
point that cannot be refuted stands out 
clearly—the inequity which exists is an 
inequity in the law which permits tax 
privileges in providing latter year bene- 
fits for one group and not for another. 
If a good argument is supported by 
effective pressure by a sufficient number 
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of constituents with a socially desirable 
objective, what more is there to be de- 
sired by the fellow who has the vote? 


Even the Treasury Department’s argu- 
ment of revenue loss is weakened by the 
fact that the proposed legislation should 
be anti-inflationary, because the Keogh 
Bill does not offer tax-deferral unless 
savings have first been set aside. 


Because it throws some light on the 
interest that does exist among various 
groups in New York City, I would like 
to tell you about a project that The Bank 
of New York undertook last spring. We 
circulated a questionnaire among 20,000 
physicians, dentists and lawyers. One out 
of five took the trouble to answer the 
questions and one out of four sent in a 
card requesting literature on the sub- 
ject. 


We found from the returned ques- 
tionnaires that seven out of ten of those 
who were entirely self-employed—by 


their own admission—have no planned 
retirement program of any kind. Ninety. 
five per cent said that they would sei uy 
a plan under the proposed legislation, 
And here is an answer that should whet 
your appetite: In reply to a question 
as to the medium they would plan to use 
for their savings, 62% said they would 
plan to use a bank trustee and if you 
eliminate the 23% who made no election 
between a bank and an insurance com- 
pany, eight out of ten said they would 
use a bank trustee. 

We are continuing our effort to stimu- 
late interest in the subject both because 
we believe that there is an inequity to 
correct and because we believe that it is 
worthwhile for us from the standpoint 
of public relations. With the prospects 
extremely favorable for passage of 
Keogh-type legislation, it seems to me 
that it is important for you to make your 
plans to participate in the business which 
will result if you want it. 


HANDLING SELF-EMPLOYED FUNDS 


ARTHUR V. TOUPIN 
Trust Officer, Bank of America N.T. & S.A., San Francisco 


F BANKS ARE TO OBTAIN A FAIR SHARE 
I of self-employed retirement plans, 
they should be equipped to administer 
them during 1959. If the proposed legis- 
lation becomes law this year and we are 
not ready, our competitors may well ac- 
complish a coup d’etat in this field. In 
tooling up for the administration of these 
plans, therefore, the trustman must as- 
sume the Simpson-Keogh bills will be en- 
acted during the current session of Con- 
gress. 

Because the bills permit more than 
one individual to participate in a single 
retirement plan, the way is open to asso- 
ciations of self-employed individuals to 
create retirement plan trusts with a bank 
as trustee. Section 405(c)(2)(C)_ re- 
quires that the interest of each member 
of such a plan “be proportionate to the 
money he has paid in . . . and to the 
income and other adjustments properly 
attributable thereto.” The trustee’s role 
in such a trust will be akin to its job un- 
der a profit-sharing plan, with allocations 
being mainly based on the participants’ 
deposits. In setting up such association 
trusts, trustees will probably want to 
consider an open-end provision permit- 
ting entry into the plan at any time. 
There is no express authorization in the 
bills to pool mortality in an association 
plan. 


However, an association plan does not 
solve the problem of the individual who 
is not an association member, or that of 
the member who does not wish to par- 
ticipate in his association’s plan. Our 
services must, therefore, also be geared 
to the small individual retirement trust. 


Collective Investment Deposits 


One of the knotty problems in the 
tooling-up process is the investment of 
deposits. With a few exceptions, the self- 
employed person will be able to deposit 
in his retirement trust, on a tax-deducti- 
ble basis, 10 per cent of his net earnings, 
not to exceed $2,500. It is apparent that 
the amounts involved in an individual 
trust are not sufficiently substantial for 
advantageous separate investment, and 
that a means must be found to pool the 
deposits of many individual trustors, so 
each may enjoy the proven advantages 
of collective investment. To some de- 
gree, this problem may be solved by the 
automatic pooling of investments in re- 
tirement trusts created by associations. 

There is no specific provision in either 
bill for the use of Regulation F, Section 
17 Common Trust Funds, or Section 
10(c) Pooled Retirement Funds. It may 
be argued that the Simpson and Keogh 
Bills, because of their provisions per- 
mitting the establishment of multi-indi- 
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vidual retirement trusts, impliedly per- 
mit such collective investment. However, 
even though banks were willing to act on 
the basis of this implied power, there 
are several reasons why they could not 
practically do so under the proposed 
legislation. 









First. bills would limit investments in 
restricted retirement trusts to securities 
registered on a national securities ex- 
change. Most existing Section 17 and 
Section 10(c) funds contain some securi- 
tis not registered on a national ex- 
change. Second, Section 10(c) of Regu- 
lation F would not permit the pooling of 
the retirement deposits of self-employed 
individuals. It authorizes collective in- 
vestment only for retirement plans es- 
tablished by employers for employees or 
their beneficiaries. 





















Prior self-employed retirement bills 
have authorized the use of common trust 
funds. It is hoped that these bills will be 
anended to permit funding both through 
Section 17 Common Trust Funds and 
Section 10(c) Pooled Retirement Invest- 
ment Funds. 









Use of a pooled fund created under 
Section 10(c) would have several ad- 
vantages over a Section 17 Common 
Trust Fund. The absence of restrictions 
against advertising would enable trust 
companies to publicize their product. 
The $100,000 limitation imposed upon 
individual investments in common trust 
funds would have no application, en- 
abling use of the fund for investment of 
the assets of trusts established by asso- 
cations of self-employed individuals. 

If there is any delay in providing such 
investment media, banks may well find 
themselves at a substantial competitive 
disadvantage, because insurance compa- 
nies, through existing or somewhat modi- 
fed annuity and other contracts, prob- 
ably will be prepared to furnish restrict- 
ed retirement policies immediately upon 
the passage of the Act. It follows that 
“ery effort to plan ahead is important. 


It is conceivable that individual banks 
and trust companies could be called upon 
0 administer thousands of individual 
ttirement trusts. If the bank establishes 
‘ruses an existing two-division or three- 
division fund, and trustors are permitted 
lo direct the percentage of investments 
in each division, a huge communication 
problem will be involved in obtaining 
yearly (or more often) many thousands 
of such directions. Similarly, as these 
‘ame trustors reach retirement age and 
lecelve periodic distributions from the 
fund, the determination of the percentage 
of withdrawal from each division of the 
fund could become a real problem unless 
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provided for in advance. If a balanced 
fund is utilized some of these problems 
will, of course, be minimized. 


Treasury Approval 


The bills provide that no deposit is 
tax-deductible by any self-employed in- 
dividual before his retirement trust has 
been identified as a qualified trust in 
such manner as the Secretary of the 
Treasury may, by regulation, prescribe. 
If the Secretary’s regulations were to 
require individual scrutiny of each of 
the millions of trust instruments that 
will be involved in this program, the de- 
lays involved in approval would have a 
serious effect upon the effective imple- 
mentation of the Act. 


This problem might be in large part 
circumvented if trust institutions, with 
the concurrence of the Bar, could adopt 
standard forms of trust agreements. This 
particular legislation almost requires the 
use of standard forms, because it dic- 
tates most of the essential terms that 
must be incorporated in the trust instru- 
ment. If this could be accomplished, and 
the standard agreements approved in ad- 
vance by the Treasury Department, the 
problem of identifying an individual 
trust as tax-exempt could be promptly 
solved, with considerable savings for the 
Treasury Department and every one con- 
cerned. 


Mechanization of 
Operations 

In another way, the forecast of the 
potential volume of Simpson-Keogh busi- 
ness is important in the tooling-up proc- 
ess. To keep costs of operation at a rea- 
sonable level, it may be essential to 
maintain substantially all of the account- 
ing and diarization on mechanical or 
electronic equipment. The cost involved 
in personalized handling of thousands of 
individual trusts could price banks out 
of the market. On the other hand, ad- 
vance programming for the use of avail- 
able electronic equipment can produce 
a trust service at a reasonable cost to the 
trustor, and profit for the trust institu- 
tion. 


Communication with Trustors 


The single factor more important than 
others in the handling of Simpson-Koegh 
trusts is probably the establishment of a 
sound communications system and edu- 
cational program with our trustors. In 
some cases, trustee banks may well, of a 
sudden, be in the mass-communication 
business. The crux of the matter is that 
if communications are handled properly 
and trustors adequately educated, the 
administrative problems of the trustee 
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should be greatly reduced, and < 
operation diminished. 

An example of what I mean i 
trated by the bills’ provisions whic 
quire the trustee to return to the tr 
the amount of any deposit whi: 
been disallowed as a deduction on the 
trustor’s income tax return, together 
with all income attributable thereto. 4 
number of provisions in the bills cap 
result in erroneous, nondeductible de. 
posits by the trustor. For example: 










1. If the trustor is over age 17 
or has contributed a total of $50,000. 
he can make no further deductions, 

2. His lifetime deductible limit may 
be less than $50,000 under certain cir. 
cumstances. 

3. If the trustor is also covered by 
a qualified employee retirement plan, 
and during the year his employer has 
made a contribution on his behalf; or 
if during the year he has received 
any amount attributable to an em- 
ployer contribution, he is not entitled 
to any deduction during that year. 

4. If the trustor is over age 50 as 
of January 1, 1959, the amount that 
he can deduct is different from the 
amount others may deduct. 

5. If the trustor makes his deposit 
efter the 15th day of the 4th month 
following the close of his tax year, he 
may not deduct it. 










With such pitfalls open, unless banks 
make a real effort to educate trustors 
in what they can and cannot do, not 
only in these but in other important 
respects, the trustee’s administrative job 
may be multiplied many-fold. 


Section 405(c) (3) (A) of the bills 
provides that the trustee may not pur- 
chase the security of any corporation if 
immediately after the purchase the ag: 
gregate ownership by the trust and its 
members of voting stock in the corpora- 
tion exceeds 10 per cent of such voting 
stock. Does this provision burden the 
trustee with the duty of knowing at all 
times the amount of voting stock each 
self-employed trustor owns at any given 
time? 






Since 1951, successive self-employed 
individuals’ retirement bills introduced 
in Congress have provided that only a 
bank may act as trustee. This has been 
done without solicitation by the bank- 
ing profession and indicates a strong 
feeling on the part of proponents of this 
legislation of the excellence of the trust 
services of banks. We may soon be 
called upon to fulfill this confidence and 
trust. If we take time now to prepare 
and program our activities, bans will 
be ready to distinguish themselv«: in 4 
new field which could become «»¢ of 
the most significant ever in th: trust 
business. 


TRUSTS AND | 
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ECENT YEARS HAVE SEEN BANK 
ll increasing and a rush to 
wen new branch banking offices. It 
vems timely to review our own exper- 
ince in operating a trust department in 
abranch system. 







The basic question is whether or not 
i branch banking system furnishes a 
vorable climate in which to operate a 
yell integrated and profitable branch 
ust department. Our answer is in the 
ifirmative and our conclusion is based 
yon experience gained in extending 
ust services for more than four decades 
the customers of our statewide branch 
tanking system in California. 

Important changes have taken place 
in the trust field generally in the last 
tw decades—for example, the develop- 
nent of services in the employee benefit 
ield. Trust work has become relatively 
nore complex, and_ specialized, and 
itilizes improved methods and _pro- 
dures involving modern mechanical 
ad electronic equipment. 

Also in recent years, a great shift in 
vealth has taken place by reason of the 
jenalties imposed on large estates 
rough the impact of taxes. This has 
focused attention on the ever increasing 
teed for careful estate and tax planning. 
furthermore, with the rise in personal 
incomes, more and more families find 
hat trust services are needed in planning 
br the future. In the face of these 
thanges, the cost of performing trust 
etvices has been steadily mounting, 
while rates of compensation have not 
lept pace. This condition requires great 
emphasis on control of costs, as well as 
ekine means of extending profitable 
leW services to customers. 

The vay we found to meet these con- 
litions and continue profitable progress 
has be: n through the operation of a 
branch trust system. Surprisingly 
tough. relatively few branch banking 
‘ystems today engage in extensive 
branch ‘rust activities. 

Of th. more than 14,000 banks in the 
Lhited tates at the end of 1957, around 
‘100 «- 15% maintained 8,400 bank- 
ng br nches, but operated less than 
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Trust DepartMeNt In A BRANCH SYSTEM 


Opportunities for Service and Profit 


J. R. JOHNSON 


Vice President and Senior Trust Officer, Bank of America N.T. & S.A., San Francisco 


150 trust offices, or an average of 1 
trust office for every 56 branches. Of 
these 150 offices, only about 70 conduct 
full scale trust operations. The other 
80 merely have officers with trust titles 
maintained for limited purposes. Con- 
trast this with the Bank of America, 
branch banking system, which has over 
600 branches located in more than 350 
communities in California, extending 
from the Oregon line to the Mexican 
border, a distance of approximately 
1,000 miles. To serve these branches, 
we have 27 strategically located trust 
district offices, or an average of 1 for 
about 20 branches fully equipped to 
bring metropolitan bank trust services 
to the people in every corner of our 
state. 


Early Beginning 


The extension of our Trust Depart- 
ment activities on a statewide commun- 
ity basis is unique in the United States 
and as typically pioneering as our state- 
wide branch banking system. At first 
the trust services offered were limited to 
the metropolitan areas of San Francisco 
and Los Angeles and localized in the 
main offices of each city. Operating out 
of these offices were certain highly 
trained trustmen who made regular calls 
on the other branches to interview cus- 
tomer prospects for a trust or a will. 
These experts were known as our circuit 
riders. As new branches were added to 
the system, new centers of trust activi- 
ties were correspondingly established, re- 
sulting within a short time in trust func- 
tions being performed in a number of 
our branches. In these early days, it was 
not uncommon to create a trust officer 
overnight, as many of our managers had 
to be given trust titles to handle the trust 
business in their branches. 


District Organization 


We next established our first district 
plan of organization for the administra- 
tion, supervision, and development of 
trust business in the branches. The state 
was divided into 14 trust districts. Each 
district was headed by a fulltime trust 


officer and staff devoting their entire 
time to the administration of trusts and 
estates handled in the branches where 
the business originated and the exten- 
sion of trust services to branch cus- 
tomers. In a sense, each trust district 
office operated as a complete unit sub- 
ordinate to the head office only with re- 
spect to policy and procedural matters, 
supervision of investments, and control 
of personnel. 

With the continued growth of our 
bank and the addition of many new 
branches, it was necessary to establish 
more and more trust district offices in 
order to service and supervise properly 
the increased volume of trust business 
originating in these branches. This in 
turn required our trust organization set- 
up to be enlarged in a way correspond- 
ing to the administrative organization 
of our bank. That was the beginning of 
our divisional system of operation 
whereby our state was divided in two 
—the northern division with main head- 
quarters in San Francisco and _ the 
southern division with main headquar- 
ters in Los Angeles. These divisions in 
turn are made up of the various trust 
district offices assigned to them for ad- 
ministrative purposes. Of our present 
total of 27 trust district offices, 12 are in 
the northern division and 15 in the 
southern division. Approximately 30% 
of our bank’s fiduciary business is ad- 
ministered in the 25 district offices, ex- 
clusive of the 2 main headquarters. 
These offices have a staff of 270 em- 
ployees. 

There are still legal impediments in 
certain states restricting branch loca- 
tions. Nevertheless, it requires no great 
stretch of the imagination to visualize 
that the time is not far distant when 
most, if not all, of the remaining 11 
states in this country which prohibit 
branch banking will join the other states 
in adopting some form of branch bank- 
ing legislation. Only by this means will 
all the smaller communities throughout 
the country be able to enjoy the now 
generally denied metropolitan service of 
a complete branch banking system. 
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This includes complete fiduciary serv- 
ices. Our policy has been to extend state- 
wide trust services at all times through 
our statewide branch banking system. In 
this way. we felt that we were meeting 
our obligation and responsibility to the 
public of giving every community the 
benefits of metropolitan trust services. 


How It Works 


What then is our plan of operation 
and briefly how does it work? First, 
our system was planned to insure an 
adequate operation for the area it was 
to serve. At the start, we had to operate 
to a large extent in communities not 
served by other trust companies. In some 
places. the modern concept of corporate 
trust services was hardly known to our 
branch staff and in some counties was 
hardly known to the legal profession and 
the community in general. 

Next. it was important to make sure 
that our trust facilities would be avail- 
able to every one in the community who 
could benefit from them. We endeavored 
to render trust services to all of the 
people and determined that no business 
would be declined merely because of its 
size. We then felt it was necessary to 
decentralize* the administration of the 
business by having it handled by compe- 
tent. trained staffs in trust district offices 
near the customer. This appealed to the 
customers, the attorneys, and the general 
public and thus afforded unusual op- 
portunities from the standpoint of de- 
veloping more new business, 

We required, therefore, an organiza- 
tion broad enough to meet the early 
problems of a new trust department and 





sufficiently flexible to satisfy the expan- 
sion needs of a rapidly growing busi- 
ness. In effect, this meant the establish- 
ment of a unified method of accounting 
and operational control in the main 
headquarters. It also meant a geographi- 
cal allocation of branch offices within 
districts to insure proper extension of 
our services and supervision and effec- 
tive planning of educational programs 
for our general bank staff as well as for 
new employees of the trust department. 


Current Operations 


Today our divisional method of opera- 
tion is tied in closely with the plan for 
the overall operation of our entire 
branch banking system. A trust depart- 
ment organizational chart shows that our 
statewide trust activities are headed by 
the senior trust officer domiciled in San 
Francisco. Under his direction are the 
divisional heads, one in San Francisco 
for Northern California and the other 
in Los Angeles for the Southern Cali- 
fornia operation. The two headquarters 
locations operate as metropolitan trust 
departments and, in addition, supply the 
administrative supervision for the trust 
district offices in their division. Also 
located at each headquarters office are 
certain centralized functions for the trust 
districts: 

1. Centralized accounting, tax work, 
and procedural control 

2. Investment management 

3. Personnel administration and train- 
ing 

4. Planning and directing new busi. 
ness development and advertising 

We have a unique but extremely effec- 
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tive Trust Department committee or. 
ganization. The duties and membership 
of these committees are fixed by resolu- 
tion of our directors. The top comiiittee 
is called the General Trust Committee. 
whose basic function is to determine 
policy for the operation of the trust de- 
partment and the investment of trust 
funds. We next have a Trust Investment 
Committee in each of the two divisional 
headquarters, whose principal responsi- 
bility is the investment of trust funds and 
review of assets held in all fiduciary 
accounts. These Investment Committees 
are closely coordinated to assure the 
application of a uniform investment 
policy to the various trusts under the 
jurisdiction of each committee. 

We also have trust committees in each 
trust district office. Each district com- 
mittee is responsible for the extension 
of trust services within the district: the 
handling of other administrative matters 
and the sale or management of all assets 
held in trusts and estates, except securi- 
ties (stocks and bonds). These securities 
are under the supervision of the Trust 
Investment Committees at divisional 
headquarters. Branch managers in the 
districts are appointed to the committee 
on a rotating basis. This stimulates 
their interest and makes them extremely 
“trust minded,” particularly when they 
realize that a portion of the fees are 
allocated to the earnings of the branch 
originating a piece of trust business. 
Normally, around 25% of the regular 
annual or statutory fee collected is al- 
located to the originating branch. The 
branch managers’ personal knowledge 
of local conditions makes them valuable 
committee members. The minutes of the 
Branch Trust Committees are reviewed 
by the appropriate Trust Investment 
Committee, whose actions are in turn 
reviewed by the General Trust Com- 
mittee. 









































Centralized Accounting, Tax Work 
and Procedural Control 





Each divisional headquarters has a 
separate I.B.M. installation for handling 
all the accounting work originating in 
in the district offices. Electronic com- 
puter systems are also used for certain 
phases of our corporate trust work. 
Branches forward their entries daily to 
their central accounting location for 
processing. In addition, these central 
locations automatically process diary 
entries such as fixed remittances and 
receipts of various types of income. Cod- 
ing principles permit utilization of the 
data included in our machine account: 
ing systems for the preparation of in- 
come tax returns, investment processing. 
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jond maturity, coupon cutting lists, and 
ymerous other purposes. The branches 
receive daily from the accounting depart- 
nent cash entry slips and advices of 
yset changes. They also receive a list 
ofcash balances weekly and a full asset 
run monthly, 

All fiduciary income tax returns are 
prepared by headquarters, but the 
branches make their own date-of-death 
returns. Federal estate tax returns are 
reviewed centrally, and assistance is 
given on complicated tax problems. 

A senior officer in each divisional 
headquarters works closely with the dis- 
trict trust officers on policy and pro- 
cedural matters in the administration of 
tusts and estates in the district offices. 
Duplicate copies of certain documents 
ae forwarded to the divisional office for 
view and analysis. Through this sys- 
tm of coordination of branch activities, 
abroad experience is accumulated in 
the management of property under dif- 
frent types of appointments and under 
vious circumstances. The information 
aid experience gained in over 350 com- 
munities of our state are always avail- 
able to any of our district offices to help 
wlve their problems, Periodic meetings 
ae attended by district trust officers at 
divisional headquarters to share this in- 
fmation and insure uniformity of ad- 
winistrative procedures. Policy letters 
ae also circulated periodically by each 
headquarters. 

The bank’s auditing and inspection 
department supplements the activities of 
the trust department auditors in _pro- 
viding operational and administrative 
controls. This results in a satisfactory 
combination of daily and _ regularly 
theduled audits of these functions. 









































Investment Management 





Separate investment sections are main- 
lined at each divisional headquarters. 
Except for the analysis of securities of 
closely held corporations and local com- 
panies, these sections confine their ac- 
tivities primarily to the review and an- 
alysis of specific trust accounts. The 
oflicer in charge of each investment sec- 
lion acts as secretary of the Trust In- 
vestment Committee, schedules the re- 
view of all trust accounts in the district 
dees under the supervision of the 
Committee and sees that directed actions 
ae carried out. 

The Bond Investment and Research 
‘partnient provides each investment 
“ction with analysis reports on special 
“curities as requested and industry 
‘udies. The department also maintains 
‘continuous analysis and review of our 
‘called “working list” of bonds and 
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stocks used for trust investments. When 
their accounts are scheduled for review, 
district trust officers attend meetings of 
the respective Trust Investment Com- 
mittees to supplement the information 
concerning each account. This also en- 
ables the officers to understand better 
the committee’s action, which they in 
turn will pass on to the customer. 

Each trust district office maintains 
physical custody of all assets of trusts 
and estates under its administration. 
However, the investment section in the 
divisional headquarters as a general rule 
is used to handle the purchases and 
sales of securities for branch trust ac- 
counts. 


Personnel Administration and 
Training 

The number of our branch offices is 
an indication of our belief in decentrali- 
zation and the delegation of maximum 
authority to our branch officers. The 
manager of each branch is given a great 
deal of autonomy; and all personnel in 
the branch, including the trust depart- 
ment staff, are under his authority. How- 
ever, responsibility for officer placement, 
promotion, and salary administration is 
coordinated by the divisional head 
through the senior trust officer and the 
Personnel Department. The recom- 
mendations of the branch manager and 
district trust officer are fully considered. 

Training is an extremely important 
function throughout the bank. Consider- 
ing our rapid growth and our many new 
and varied services, the need for con- 
tinuing training programs of all kinds 
has been great. This has been true also 


in the Trust Department since training 
by experience was not fast enough to 
meet our personnel requirements. In ad- 
dition to training our general bank staff 
in trust functions, we also have provided 
for many years various training pro- 
grams for the education of our Trust 
Department staff. More recently we have 
had to accelerate our programs in order 
to keep abreast of our growing needs. 
Our present program allows the young 
man out of college to start intensive on- 
the-job training which will lead to 
officership at the end of 2 years. The first 
8 months are spent in the Banking De- 
partment to give the trainee an insight 
into the activities of general banking. 
The next 16 months are in the Trust 
Department where his work is supple- 
mented with outside reading and regular 
seminars devoted to previously assigned 
problems. 


New Business Development and 
Advertising 

Programs for new business develop- 
ment, advertising, and publicity are 
under the supervision of our business 
development sections in the two divi- 
sional headquarters. The section heads 
coordinate these functions and direct the 
activities of the new business men work- 
ing out of the headquarters offices as 
well as those assigned directly to a trust 
district office. In addition to the actual 
staff of the new business sections, the 
district trust officers in cooperation with 
the branch managers are responsible for 
the development of all forms of new trust 
business. Our solicitation of trust busi- 
ness is at the branch level where appoint- 





our 
services 
include 


SAINT JOHN, N.B. ® 





Estate Planning 

Executor and Trustee 
Administrator of Estates 

Agent for Executors or Trustees 
Management and Safe Custody 


Real Estate: — appraisals 


Trustee of Bond Issues 
Transfer Agent and Registrar 
Paying Agent 

Trustee of Pension Funds 
Trustee of Endowment Funds 
Mortgage Loans 


MONTREAL TRUST 
Company 


MONTREAL @ CALGARY @ EDMONTON @ HALIFAX 
TORONTO e@ VANCOUVER @ VICTORIA @ WINNIPEG 
REGINA * 
BROCKVILLE @ ST. JOHN’S, NFLD. @ LONDON, ENGLAND 


— sales and purchases 


— management 


QUEBEC, P.Q. 








259 


ments are made by the branch manager 
or other staff member for the Trust De- 
partment man to talk to customers about 
trust services. Prospect names, furnished 
by the branch officers, are used for so- 
licitation purposes and for trust litera- 
ture mailing lists. 

Constant educational programs are 
being offered by our trust new business 
men to acquaint our Banking Depart- 
ment personnel with Trust Department 
services and how to recognize a pros- 
pect for one or more services. Generally 
this is accomplished through oflicer 
group meetings, staff training seminars, 
and trust department bulletins. We have 
often found that the apparent lack of 
interest in trust services on the part of 
our commercial bank officers is actually 
due to their lack of information about 
our functions. These educational pro- 
grams are designed to pierce the veil of 
mystery as to the services offered by the 
Trust Department and to give the in- 
formation required to stimulate en- 
thusiasm and insure wholehearted co- 
operation. 


Branch Systems Compared 


In England, as well as in Canada, 
branch trust departments are operated 
on a much larger scale than in this 
country, Both countries favor the idea 
of decentralization and conduct the 
major part of their trust activities in 
branches, even though each head office 
furnishes certain specialized services to 
branch offices. 


There is a strong feeling among some 





branch banks and chain banking sys- 
tems in this country that any trust busi- 
ness arising in outlying community 
branches or banks should be channeled 
to metropolitan areas for administration. 
They reason that the large metropolitan 
branch is better equipped to determine 
not only the advisability of accepting 
the business, but also to manage and ad- 
minister the property. Such thinking is 
not supported by actual experience in 
managing properly operated branch 
trust departments. 

Other branch or chain systems have 
further ideas on the subject of cen- 
tralized administration in metropolitan 
locations. Trust officer George Herman, 
of the Security First National Bank of 
Los Angeles, in discussing the operation 
of branch trust offices in this country at 
the 3lst Western Regional Trust Confer- 
ence, pointed out that the variations are 
limited only to one’s own imagination 
and resourcefulness. 

There is no magic formula for deter- 
mining how many trust departments a 
branch banking system should maintain. 
A well known English writer expressed 
the view that large head offices should 
be broken down and the work handled 
in smaller branches in order to provide 
more effective supervision to the actual 
administration of the individual trusts. 
He suggested a staff of 25 to 30 for the 
administration of 700 to 1,000 active 
trusts of all kinds having an average 
value of £10,000 as the largest unit 
which could be dealt with efficiently. 

With certain exceptions, our views 
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with respect to branch trust locatio: ; are 
similar to those of the English and 
Canadian systems. One major diffe -ence 
is that with the advent of mechanized 
accounting systems and the proven 
economies that result, there is a - rong 
argument for centralization of certain 
functions made possible by these tech. 
nological wonders. On the other hand, 
since we all know that trust depariment 
customers are generally fewer in num. 
ber than banking customers, it is rather 
axiomatic that one branch trust depart- 
ment will adequately serve the trust re. 
quirements of several branch offices. As 
the movement of population to suburban 
areas continues and becomes a major 
trend of American life, the importance 
of extending complete banking and trust 
services to those areas increases sufli- 
ciently to justify critical appraisal of the 
proven advantages against the outmoded 
areas of assumed disadvantages. 

The test of how many trust depart- 
ments are needed to service properly any 
particular branch banking system will of 
necessity depend upon the demand for 
such services in the areas where the 
branches are located. Gilbert T. Stephen- 
son said at the 7th Regional Trust Con- 
ference in 1929: “Let the ambition of 
the heads of our great branch banking 
systems be, not how many trust depart- 
ments in the system, not a trust depart- 
ment for every banking office, but as 
many only as are actually needed and 
every one of them rendering as good 
trust service in every way as may be 
found at any head office of any institu- 
tion whether unit or chain or branch.” 

Before launching on any wholesale 
branch trust operation, certain basic 
problems should be considered. The 
more important include the availability 
of qualified personnel, proper quarters. 
and the market to be encompassed. Of 
course, the most important of all is the 
formulation of a well designed plan of 
operation that will be efficient, economi- 
cal, and profitable. 


Profit Possibilities 


We do not agree with the statements 
sometimes heard that branch trust de- 
partment operations require more dupli- 
cation of records which lead to greater 
cost of operations, We are all in the 
trust business for a profit or should be. 
Usually this profit is not hard to make 
if we are always careful to charge a rea 
sonable fee for the services we render. 
Why all banks and trust companies 40 
not face up to this question more real- 
istically is hard to understand. 

With the ever growing exp: 


(Continued on page 266) 
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HINTS FOR SMALLER TRUST DEPARTMENTS 


ROBLEMS OF SMALLER TRUST DEPART- 
ie (under $5-million) were con- 
jdered at the Mid-Winter Trust Con- 
ference by a panel under the leadership 
of Joseph M. Naughton, president of 
Second National Bank, Cumberland, Md. 
The other members were William Mat- 
ihews. assistant to director, Federal De- 
posit Insurance Corp., Washington, 
). C.; Earl G. Schwalm, president, Lin- 
oln National Bank & Trust Co., Fort 
Wayne, Ind.; Herbert A. Trucksess, vice 
president, Studley, Shupert & Co., Inc., 
Philadelphia; and Joseph R. Wyatt, Jr.. 
trust officer, First National Trust & 
Savings Bank, Lynchburg, Va. 

Asked about the Federal Excise Tax 
changes of 1958 concerning stocks, Mr. 
Wyatt said the main thing is that par 
value is no longer considered. The trans- 
fer tax varies from 4¢ to 8¢ per $100 
of market value. In an estate the ap- 
praised value is ordinarily acceptable 
and a broker’s statements can be de- 
pended on for sale returns. 


An inquiry about the trust potential 
of a bank with $25 million deposits was 
answered by Mr. Schwalm who pointed 
out that there is no valid relationship 
between deposits and trust assets, Pro- 
bate records constitute the most reliable 
guide to trust potential, he said. Many 
banks have a continuous survey of these 
records. Comparison with national 
figures also can help. 

The panel was agreed that any bank 
considering trust operations should first 
be sure it has a good product to sell. 
Minimum requirements, as outlined by 
Mr. Matthews, include: the group judg- 
ment of the trust committee, with full 
minutes of its meetings; selection of a 
trust officer and a directors’ trust com- 
mittee; adequate legal counsel; joint 
control of trust assets; proper audits and 
controls; consideration by the directors 
of trust committee reports and of the 
trust department section of examiners’ 
teports; trust committee meetings held 
at least monthly, with monthly reports, 
and review of each account at least once 
in 12 months; committee approval of 
accep'ance and termination of trust ac- 
counts. These provisions, he said, make 
up the minimum for assuring the com- 
muni'y that a bank can handle trust 
busin ss 


How much should be spent to pene- 


trate ‘he trust market, and how should 
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Depa: iments that are still small after a 
teaso able time will probably remain 
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that way “until the bank stops being 
stingy,” Mr. Schwalm observed. Ade- 
quate salaries for adequate people, and 
adequate expense accounts, are a first 
essential. The people should be sent to 
trust development schools. The more you 
grow the more you must watch future 
growth — and this comes out of cur- 
rent income. Mr. Schwalm’s department 
uses the same materials and philosophy 
now with 24 people as when there were 
only four. The present $80,000 advertis- 
ing budget for the bank includes $6,000 
for the trust department. During the 
past year the efforts of the trust men 
brought in $32 million of new business. 

A trust department should determine 
how much of the market it could rea- 
sonably hope for, Mr. Wyatt said. A 
start should be made with direct mail 
and personal follow-up. The most logi- 
cal first prospects, Mr. Matthews pointed 
out, are the directors, officers and cus- 
tomers of the bank. Aim to make the 
trust department so good that the direc- 
tors will name it in their own wills. 
Make up a workable list—not too long— 
and follow it up with “shoe leather.” In- 
itial efforts, Mr. Naughton suggested, 
should be directed to people who are al- 
ready sold on the bank. 

Acceptance of business on a_sub- 
standard fee basis is usually condemned, 
Mr. Schwalm advised, especially if one 
is competing with a larger trust bank. 
Some departments, however, have done 
well by first demonstrating their ability 


and later renegotiating the fees. Mr. 
Wyatt was even stronger against this 
practice. He said, “No cuts—period.” 

Intelligible statements should be pro- 
vided for customers, the panel agreed. 
Excellent results can be obtained by 
using copies of the ledger sheets, Mr. 
Wyatt suggested, but abbreviations and 
other matters that the customer might 
not comprehend must be eliminated 
first. Copies can be made by carbon 
sheets, photostat, or a duplicating ma- 
chine. This method is particularly good, 
Mr. Matthews pointed out, when a long 
list of beneficiaries want copies. Both 
men agreed that corrected errors on such 
sheets are acceptable to customers. 

Eventually the use of punch-cards will 
change this plan in many trust depart- 
ments, The ledger sheet does not really 
tell enough, in Mr. Schwalm’s opinion. 
A special effort should be made to put 
out good looking, understandable state- 
ments. There are many better places to 
cut costs. 

A poll of the audience showed that 
about half had found it practical to shift 
to machine posting. Years ago this shift 
was made when trust assets reached 
about $5 million. Now some departments 
may never use hand posting. It is not 
so difficult today to use machine posting 
from the start, Mr. Wyatt said. 

The use of preferred stocks in trust 
accounts at this time is similar to that of 
long term bonds, Mr. Trucksess said. In 
general, both should be avoided, but 
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where yield is very important, he would 
not hesitate to use preferreds. Investment 
advice for a small trust department can 
be obtained economically in a number 
of ways—from brokers, from an indi- 
vidual trustee, from a Bank Fiduciary 
Fund, from big city correspondents. Out- 
side professional counsel on this matter 
was favored by Mr. Schwalm who said 
he wished “we had done it long ago.” 
It is particularly valuable for getting rid 
of tag ends. dealing with unknown items, 
and setting an investment pattern. 

Professional investment advice can 
cost hundreds of dollars, or thousands, 
Mr. Trucksess observed, according to 
what is demanded of the adviser. It is 
important to use the advice intelligently. 
What solves a problem for one trust may 
be applicable to many others. To save 
time it may be worth while to use the 
telephone. or to appraise 10 or 20 ac- 
counts and then spend an hour with the 
adviser. 

The use of mutual funds in trust de- 
partments accounts should be ap- 
proached like any other investment, Mr. 
Matthews said in answer to a question 
from the floor. Some departments would 
do well to put all their accounts into 
mutual funds, Mr. Schwalm suggested. 
Often the load is not a big factor and 
the operation is good, In some cases pur- 
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chases in three funds with different divi- 
dend dates could provide one check 
every month. Mr. Henry Long (from 
the floor) pointed out that there are now 
some two dozen funds without any load 
charge. 

Mutual funds offer expert manage- 
ment and diversification, Mr. Trucksess 
commented. Large accounts would not 
use either mutual funds or common 
trust funds, but accounts under $50,000 
might benefit from either. The trustee 
cannot escape its responsibility nor 
officially delegate its authority, Mr. 
Naughton stated, but a statute mak- 
ing trust investment in mutual funds 
legal should provide adequate protec- 
tion. 

At the close of the panel session a 
group of men familiar with the operation 
of Bank Fiduciary Funds made them- 
selves available for individual discus- 
sion with those interested in this subject. 
Those participating were: C. E. Treman, 
Jr., president of the New York Bank 
Fiduciary Fund whose address on this 
subject is reported at page 244; Charles 
W. Buek, vice president, United States 
Trust Co., New York; Robert A. Jones, 
vice president, Guaranty Trust Co., New 
York; Charles E. G. Lloyd, secretary, 
trust division, New York State Bankers 
Association; Hollis B. Pease, vice presi- 
dent, Hanover Bank, New York: and 
LeRoy B. Staver, vice president and 
trust officer, United States National 
Bank, Portland, Ore., chairman of the 
A.B.A. Trust Committee on Fiduciary 
Legislation, which prepared the model 
statute. 


Adequate Charges 


Determination of costs is essential to 
obtain adequate fees for trust services, 
Ralph A. MelIninch, president, Mer- 
chants National Bank, Manchester, 
N. H., pointed out in his address prior 
to the panel discussion. Along with cost 
analysis must go a consistent effort to 


limit expense and improve services. Once 
this has been done, a trust departmen 
must set fees 40% to 50% above «perat. 
ing costs if it is to experience a reason. 
able profit for responsibility assumed 
and the exposure to which it has placed 
the stockholders’ investment. 

Sub-standard fees should not be 
tolerated nor should minimum fee sched. 
ules be allowed to become the fixed ory 
ordinary charges for trust service. Addi. 
tional compensation should be requested 
for extraordinary services, and_provi- 
sion for this should be included in the 
agreement unless fixed by statute. 

Increasing emphasis is being given 
to the bases and sources of trust com- 
pensation, Mr. MclIninch said. Shall 
compensation be based on income, prin- 
cipal or activity? Is compensation to be 
taken from principal, income, the cus- 
tomer, some third party or a combina- 
tion of these? Should not a final dis- 
tribution fee be apportioned over the 
life of the account as the service is ren- 
dered? 

If all avenues to put a trust depart- 
ment on a paying basis prove fruitless 
and a survey of potential business in- 
dicates dim prospects for the future. 
management and the directors should be 
courageous enough to face reality, the 
speaker stated. “There is nothing im- 
proper or immoral about deciding to 
surrender your trust powers or terminate 
your fiduciary activities.” 
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ington: 






President: Gershom C. Rowland, vice 
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CORPORATE TRUST PANEL SEEKS SIMPLIFICATION 


HE CORPORATE TRUSTS AND AGEN- 
7. Panel at the Mid-Winter Trust 
Conference last month touched upon a 
broad range of subjects in the field of 
ansfer and registration activities, as 
yell as miscellaneous agency services. 
Ronald M. Kimball, vice president, Con- 
inental Illinois National Bank and 
Trust Co. of Chicago, acted as leader of 
ihe following panel members: Bradley 
s. Brown, vice president and senior 
ust officer, American Trust Co., San 
francisco; Hugh S. Hauck, vice presi- 
ient, The Boatmen’s National Bank, St. 
louis; Donald A. Hazlett, vice president, 
Mellon National Bank and Trust Co., 
Pittsburgh; Henry S. Parker, vice presi- 
lent, Old Colony Trust Co., Boston; 
Sanford L. Smith, vice president, First 
\ational City Trust Co., New York City; 
ind Joseph E. Williams, vice president, 
The Chase Manhattan Bank, New York 
City. 

On occasion individuals or institutions 
instruct that securities with conversion 
privileges be exchanged when the terms 
of conversion are contrary to the pre- 
enter’s interests. Such carelessness or 
lack of sophistication, it was agreed, 
warrants placing the facts before him 
prior to complying. A panelist cited the 
insistence of one corporation upon strict 
adherence to instructions in such cases, 
with the observation that this viewpoint 
not only seemed unethical but was a 
prime example of poor stockholder rela- 
tions. 

Management’s normal desire to woo 
tockholders is reflected in a lenient at- 
itude toward exercise of subscription 
tights or warrants, despite technical ex- 
piration of time limits, in most instances. 
Because brokers tend to hold back sub- 


‘criptions until the last day, it places a 


burden on the subscription agent to 
tabulate receipts and inform underwrit- 
ers who are anxious to know how many 
shares they will be called upon to absorb. 
It was stressed that accuracy for this 
reason was paramount, else the group 
might hold the agent liable for any mar- 
ket losses. 

Experience of corporate trust depart- 
ments in handling buy and sell frac- 
tional orders has been good, even when 
the price of the stock has declined below 
the level at which executed. It is proper 
to look to the company for protection, 
if necessary, but usually only a negligi- 
ble number fails to remit for stock or- 
dered and forwarded prior to payment. 

There was a spirited exchange of 
views on procedure due to change in 
corporate stock par value or stock splits 
or dividends, where some companies ask 
for return of outstanding certificates, 
while others send the additional shares 
with explanation of the action taken. 
Exclusive of legal or regulatory prob- 
lems, it was felt that it hinged upon man- 
agement’s preference for precise record- 
keeping vs. cost consciousness. Use of 
stickers to be affixed to outstanding cer- 
tificates is unsatisfactory for several rea- 
sons. The consensus seemed to be on the 
side of sending out additional certificates 
but there are possible hazards and com- 
plications in either procedure. Holders 
can also become confused about the 
number of shares held after various 
splits or par value reclassifications. 

When brokers issue erroneous instruc- 
tions, transfer agents will usually effect 
correction against letter of a NYSE 
member firm, provided it is obviously 
prompt rectification of an error and not 
a change of ownership. 

Except where legal complications hold 
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it up, transfer of stocks is very prompt, 
according to the panelists, because of co- 
operation between transfer agent and 
registrar. Pacific Coast practice is to 
render 24 hour service, while in New 
York certificates received for transfer by 
1 P.M. are ready the next day. The im- 
portance of throwing the responsibility 
for signature guaranty on the NYSE 
member firm or bank was reiterated; 
such certification guarantees everything 
but the stock certificate itself, hence the 
need for personal identification by the 
guarantor of the registered owner. 

In handling and accounting for bond 
coupons, there is a distinct trend away 
from listing the numbers of the corre- 
sponding bonds in the case of corporate 
issues. Foreign governments, states, au- 
thorities and municipalities, however, 
still continue to ask for number listings. 
The experience of the trust institutions 
is that this *procedure saves time and 
money by assuming the risk themselves 
and retaining coupons one year after 
due date before cremation. Sometimes 
representatives of the issuing munici- 
palities can be invited to list their cou- 
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pons before cremation, if they so desire. 

Where an institution is working with 
a correspondent bank as agent for ex- 
change of bond denominations, it was 
agreed that a reasonable working supply 
of the various values should always be 
on hand to expedite such exchange. 
Speed is of the essence and the foreign 
institution can be protected by a trust 
receipt and periodical accountings of 
stock on hand. 

Legal opinions in the municipal bond 
sector are a requisite but a never-ending 
source of trouble in physical transfer 
from seller to buyer. For this reason, the 
ABA has approved in principle the fac- 
simile inclusion on such bonds of the 
covering opinion over the issuing firm’s 
name. Such procedure may seem fine in 
theory but the panelists cited as objec- 
tions the time element in obtaining such 
opinion prior to engraving, reluctance 
of many law partnerships to having their 
name on the bond in such form and, in 
addition, several members felt that they 
preferred to have the original opinion 
in their possession, against which they 
could provide, for a nominal fee, authen- 
ticated copies when and as needed by 
sellers. 

The panel decided that when acting as 
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WORKSHOP SESSION AT TRUST CONFERENCE 


Panel on Corporate Trusts and Agencies from (left to right): Hugh S. Hauck, Sanford 
L. Smith, Bradley B. Brown, Ronald M. Kimball, leader; Henry S. Parker, Joseph E. 
Williams, and Donald A. Hazlett. 










trustee under an indenture, exhibits by 
reference in reports by an obligor im- 
posed upon the trustee the duty to obtain 
and inform himself about these exhibits 
only if they have any connection with a 
clause in the indenture. Also, it is 
proper for a trustee to accept a financial 
statement prepared by certified public 
accountants with a facsimile signature 
provided they have on file from the firm 
a letter to that effect. 

Among the means of developing cor- 
porate trusts and agency business, the 
panelists mentioned close cooperation 
with the board of directors and the of- 
ficers of the commercial banking de- 
partment. Correspondent relations can 
likewise be helpful at times, as can 
friendly connections with underwriters 
who often have the option of naming, or 
at least influencing strongly, the choice 
of trustee or paying agent. One obvious 
method is to perform so well for pres- 
ent clients that new business comes 
through reference. On the paying agent 
side, friendly political relations with 
public officals, and especially the civil 
service appointee career men, can be 
valuable in obtaining new business. 

Gross and net income of the corporate 





trust department are matters of moment 
to the panelists who agreed that the ele- 
ment of responsibility inherent in their 
variegated services warranted a reason- 
able profit margin. Determination of fee 
schedules is a complex subject which 
should be based on a real grasp of costs. 
This becomes more difficult to assess in 
a smaller trust operation because of split 
time duties of personnel. In any event. 
fees should be adequate and subject to 
periodical revision but the trick is to 
keep them competitive with other nearby 
sources. 

Mr. Williams, who is chairman of the 
Executive Committee of the New York 
Stock Transfer Association, discussed 
some of the features of the new Federal 
Stock Transfer Tax which became effec- 
tive at the start of 1959. Taxes are now 
payable on the basis of actual valuation 
rather than par value of stock but he 
explained that some of its applications 
are not yet clarified. The Association 
sought unsuccessfully to obtain permis- 
sion for transfer agents to execute certi- 
fications as to actual value when trans- 
fers are received without such certifica- 
tions but it plans to continue its efforts 
toward this end. 
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HINTS FOR MEDIUM TRUST 
DEPARTMENTS 
The Mid-Winter Trust Conference 
«sion for discussion of problems more 
icularly related to trust departments 
gover five million or so in assets fea- 
ied two very thoughtful addresses on 
yerational matters, and a panel discus- 
jn that ranged over a broad territory 
ofsubmitted questions. 


Noel T. Robinson, vice president and 
inst officer of Central National Bank 
aid Trust Co., Des Moines, presented a 
(tailed analysis of accounting forms 
ued by his bank, employing a visual aid 
explain the numerous illustrations. 

Charles S. Onderdonk’s address on 
(mmon Trust Funds—their feasibility 
ad advantages—is excerpted herein. 


The panel, chairmaned by Charles G. 
Young, Jr., senior vice president & 
enior trust officer of City National Bank 
{Trust Co., Kansas City, was composed 
id: Herbert A. Jones, vice president & 
enior trust officer of National Commer- 
ial Bank and Trust Co., Albany (N.Y.), 
floyd D. Michael, vice president & trust 
iicer of Merchants National Bank & 
Trust Co., Indianapolis, and Messrs. 
(nderdonk and Robinson. 

As to sources of investment advice, 
the answer was: from one’s own invest- 
went department, from specialized serv- 
ies such as Studley, Shupert & Co., and 
fom correspondent banks. Investment 
brokers specializing in _ institutional 
clientele were cited for background data 
—along with the statistical services such 
& Moody’s and Standard & Poor’s—but 
responsibility for judgment, of course, 
ling with the trustee. Discussion fol- 
wed on allocation of dividends for tax 
and distribution purposes, on retention 
of decedent’s tax consultant, especially 
where business interest or involved assets 
ae concerned, and on liquidation or 
holding of partnership interests, The 
concensus was to sell if not at sacrifice 
jrice or if solid future with good man- 
agement not foreseen, but key question 
is how invested income would compare 
with that deemed assured from the part- 
nershi. Allowance must often be made 
for cost of trained managerial repre- 
‘ntative, and for leeway in trustee fees 
and powers. 
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services 
ed a good and growing source 
ue, and it was pointed out that 
ting business, especially from 
spects”, the officers be on man- 
evel, the “assistant” title being 
ap for contact work. 
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only for avoiding confusion, but to 
assure proper authority and delegation, 
and adequate communication. In ex- 
ternal relations too—such as policy as 
to retention of drafting attorney—such 
statements have proven necessary. 

As to exercise of proxies, it was re- 
marked as being a duty of the fiduciary 
unless other provisions are made. Hesi- 
tation to do so may be a sign that the 
security should be sold. 

Some real surprises are in the offing 
with regard to institution of Trust 
courses in collegiate schools of business 
as well as in law schools, according to a 
panel member. 


The position of a trust department 
head on the bank’s board of directors 
gives an excellent basis for continuous 
cooperation — and education — of the 
policy-making group as well as the com- 
mercial bank side, especially where trust 
officers aid them on special problems or 
contacts, it was noted. One or more ro- 
tating members on the trust or trust in- 
vestment committee was mentioned as 
another strong force for teamwork, ap- 
preciation of trust affairs and business 
development, and credit should be given, 
preferably at officers meetings, for busi- 
ness developed or assisted with outside 
the department, it was concluded. 
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THE SUPREME COURT AND 
THE CONSTITUTION* 


SAM J. ERVIN, Jr. 
United States Senator from North Carolina 


LL AMERICANS SHOULD OBEY THE 

decrees in cases to which they are 
parties, even though they may honestly 
and reasonably deem such decrees un- 
warranted. But it is sheer intellectual 
rubbish to contend that Americans are 
required to believe in the infallibility of 
judges, or to make mental obeisance to 
judicial aberrations. They have an in- 
alienable right to think and speak their 
honest thoughts concerning all things 
under the sun, including the decisions 
of Supreme Court majorities. It is well 
this is so because the late Chief Justice 
Harlan F. Stone spoke an indisputable 
truth when he said: “Where the courts 
deal, as ours do, with great public ques- 
tions, the only protection against unwise 
decisions, and even judicial usurpation, 
is careful scrutiny of their action, and 
fearless comment upon it.” 

I have the abiding conviction that 
“tyranny on the bench is as objection- 
able as tyranny on the throne” and that 
my loyalty to constitutional government 
compels me to oppose it. In entertaining 
this conviction, I find myself in the com- 
pany of such great Americans as Thomas 
Jefferson, Andrew Jackson, and Abra- 
ham Lincoln, who refused to accept in 
abject silence what they conceived to be 
judicial usurpations. 


*Excerpts from address at Luncheon Session 
closing 40th Mid-Winter Trust Conference of the 
American Bankers Association, Feb. 11, 1959. 


The truth is that on many occasions 
during recent years the Supreme Court 
has usurped and exercised the power of 
the Congress and the states to amend 
the Constitution while professing to in- 
terpret it. For example, Pennsylvania 
and the trustees of the will of Stephen 
Girard, who has slumbered “in the ton- 
gueless silence of the dreamless dust” for 
126 years, are told by the Court that the 
Fourteenth Amendment empowers the 
Court to write a post-mortem codicil to 
the will which Stephen Girard made 
while he walked earth’s surface and en- 
tertained the belief that disposing of pri- 
vate property by will is a matter for its 
owner rather than judges. 


If the thesis that a majority of the 
members of the Supreme Court have the 
rightful power to change the meaning of 
the Constitution under the guise of in- 
terpreting it every time a sitting Justice 
wavers in mind or a newly appointed 
Justice ascends the bench should find 
permanent acceptance, the Constitution 
would become to all practical intents and 
purposes an uncertain and unstable do- 
cument of no beneficial value to the 
country. It would become a constant 
menace to sound government at all lev- 
els, and to the freedom of the millions 
of Americans who are not at liberty to 
join Supreme Court Justices in saying 
that Supreme Court decisions on consti- 
tutional questions are not binding on 
them. 

The notion that Supreme Court Jus- 
tices are not bound by the decisions of 
the Court on constitutional questions 
exalts Supreme Court Justices above all 
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other men, and is of the stuff of whic 
judicial obligarchies are made. 

We shall not preserve any of the essen, 
tial principles of the government which 
brought these great blessings to Amer. 
ica if we permit the Constitution to be 
destroyed by judicial usurpation. 
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BRANCH TRUST DEPARTMENTS 
(Continued from page 260 














doing business, it is important that we 
know our costs as accurately as possible 
and have the courage to add to thes 
costs a reasonable profit. We shoul 
keep in mind the warning sounded }y 
the former head of our Trust Depart 
ment, Harry M. Bardt, when he ad. 
dressed this Conference in 1952 and 
stated, “An efficient and profitable trust 
department is a necessity, but a losing 
one is a luxury which few banks can 
afford indefinitely.” Sometimes we won. 
der if the reason more branch banking 
systems do not open additional trust de- 
partments is the fact that they are afraid 
to charge fairly for their services and 
mistakenly think that by confining their 
activities to one or more large locations. 





















the cost of doing business can be held 
down and permit a small profit. 






The operation of a trust department 
in a successful branch banking system 
requires willingness and ability at all 
times to offer full service to every one 
in the community served who can bene: 
fit from it. We know from our many 
years’ experience that customers like to 
do business with an organization which 
has proven it is competent and consider. 
ate and has convenient facilities. We 
know that with a program of aggressive 
development of branch trust department: 
and the adoption of more realistic fee 
schedules, branch banking systems will 
find many opportunities for the profit 
able employment of fiduciary services. 

yes SD 


@ Francis A. Devlin, assistant 
president in the Trust Department of 
Fidelity Trust Co., Pittsburgh, was guest 
speaker February 3rd at the regula? 
meeting of the Homewood Tuesday 
Luncheon Club. Subject of his talk was 
the need for proper estate planning. 


A 


@ Michael Pescatello, vice president, 
First Natiohal Bank of New York, ad- 
dressed the March 17th meeting of the 
Corporate Fiduciaries Association 0 
Boston, on Trust Portfolio Management. 
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@ The Merrill Anderson Company, Inc., 
trust advertising agency, is celebrating 
its 25th anniversary. 
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HE YEAR OPENS WITH U. S. BUSINESS 
vine more attention to interna- 
ional developments and prospects than 
iy a long time. Key business fact of 1959 
nay well be the rapid intensification of 
the economic cold war between the free 


yorld and Russia and China. 


Despite unceasing sabre-rattling and 
diplomatic “brinkmanship,” a big shoot- 
ig war is unlikely while both Russia 
ad China are pushing ambitious long 
fm economic programs and _ while 
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shoull (hina strains to reshape its social system 
led by into a communal “ant society.” 
Jepart-f There is an air of “cautious optimism” 
he ad prevailing as we go into the new year— 
2 andi tle expanding factors have the edge but 
e trust jt by an overwhelming margin. The 
losing najor doubts are in areas of capital 
ks can yending, auto production, rise in labor 
€ won-@ qsts and prices. 
anking As a consequence, business manage- 
am de- wents virtually across the board are 
afraid loking for production, sales and earn- 
” and igs to post moderate gains. It appears 
5 their ) be the concensus that given a reason- 
allons.# sjle improvement in the economic 
e held imate, managements will be confronted 
vith some difficult problems in the year 
riment @ chead. Notable will be the continuation 
system @ «{ the wage-cost-price spiral, with its 
at alll averse implications for profit margins: 
ry One® increasing foreign competition, which 
1 bene ff ome industries are beginning to feel for 
man) § the first time since prewar days. 
pede The business cycle, in short, is still 
sid vith us and still is an enigma. It is en- 
me veloped at the moment by curious waves 
wane af mass psychological reactions, among 
7 them “fear of inflation” and “discount- 
tment: ing the future.” 
tic fee * 
as will, Inflation inflates almost everything— 
nest including the dollar cost of inflation it- 
ices, vt For, as the economy grows and 
lurns out a larger total of goods and 
ae “rvices. an overall price increase repre- 
ent off “w'S more and more dollars. 
s guest y ,>andard & Poor’s Corporation pub- 
regular lished the following figures which dra- 
uesday § "Atically illustrate why people should 
lk was be concerned about finding some means 
ing. of protecting their dollar’s purchasing 
power: 
Pree COMPARATIVE COSTS 
rk, ad- 1937 1958 
of the @ Milk. qt. 12¢ 25e 
ion Of f Bread, loaf 2 8¢ 19¢ 
rement. Coffee, |) 25¢ 93¢ 
Bus Fares 7.9¢ 16.2c 
Autos ( Chevrolet) $730 $2600 
vy, Ine., ff C80linc, gal. | 14%c 22¢ 
rating ff th to $11.19 $29.14 
ane 6.0¢ 
lumber. bd. ft, 3¢ 12¢ 
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DISCIPLINE OF REAL PROSPERITY* 


Fighting inflation is made difficult be- 
cause of three principal reasons. First. 
too many people enjoy its exhilarating 
effects. In its early stages inflation pro- 
duces, like an opiate, a sense of well 
being and prosperity. Also like a drug. 
it requires increasingly large dosages to 
produce the same stimulation and after 
continued usage produces moral decay, 
social injustices and eventually eco- 
nomic stagnation. 

Secondly, not enough of the Ameri- 
can people recognize that price stability, 
as a goal of national policy, must be 
given equal status with the goals of 
maximum employment and production. 

Thirdly, fighting inflation is made 
difficult because there is no widely ac- 


producing more or making any per- 
sonal sacrifices. 

As a result of this immature and irre- 
sponsible attitude, millions of people are 
under the delusion; First, that wages 
can be raised while prices are lowered, 
or not raised, because the increases can 
be paid for out of profits; Secondly, that 
consumer buying power can be in- 
creased merely by raising wages, in- 
creasing the amount of social security 
payments or having the government pro- 
vide a larger supply of money. 

It seems as modern Americans we 
have forgotten our personal responsibil- 
ity: to provide for our old age or in- 
capacity by working harder and saving 
a reasonable portion of our incomes: for 
the education, culture and moral atti- 
tudes of our children; and for trying 





WHO’S GETTING THE ECONOMIC GRAVY? 
PreR CENT OF TOTAL NATIONAL INCOME REPRESENTED BY 


Noncorp. 
W ages, bus. & 
salaries, professional 
& fringes income 
1948 Lincs, Gore 10.2% 
Se i ( 8.6 


Rental Corporate 
Farm income profits 
owners’ Net of before 
income interest persons taxes 
8.0% 1.9% 3.3% 14.8% 
3.7 3.7 3.4 10.1 


Source: Basic data from the Department of Commerce. Ratios for 1958 estimated 
and all calculations made by Prentice Hall, Inc. 





cepted explanation of what causes it. 
Labor leaders accuse business managers 
of causing it through administered 
prices. Businessmen in turn declare that 
powerful labor unions are responsible. 
Still others insist that unchecked spend- 
ing by the Congress and deficit Federal 
budgets are at the root of our troubles. 


It is possible that real relief will come 
only when and as the people demand 
that Congress “eliminate” certain spend- 
ing programs. This boils down to what 
kind of people we really are. Have we 
the moral stamina, as individuals, to 
put the long-run interests of the na- 
tion — upon which our survival as in- 
dividuals may depend — ahead of per- 
sonal desires to get something-for-noth- 
ing from that legendary figure — Uncle 
Sam? 


Mr. Walter Lippman said that our 
present insecurity “is the result of a 
decline in our intellectual activities and 
our public energies.” 


The most alarming fact about the 
attitude of many millions of Ameri- 
cans is that they have accepted the false 
idea that we can have more and more 
leisure, more and more luxurious con- 
sumption, more social security, more 
subsidies, more of everything, includ- 
ing adequate military defense, without 
working harder or more efficiently, or 


to have both good and economical gov- 
ernment, 

A people who put indulgence before 
discipline and hard work, who accept 
the idea of dependency, who disparage 
scientific education and scientists, and 
discourage risk-taking are likely to find 
themselves at a disadvantage in competi- 
tion with people who work harder, who 
accept discipline, who respect learning 
and who have a determination to “com- 
pete” successfully at whatever cost may 
be necessary. 

It has been said, “that if we do less 
for a dollar we can hardly complain if 
a dollar does less for us.” Rising produc- 
tivity is the key to rising personal in- 
comes and business profits without ris- 
ing prices—the key to growth without 
inflation. 

Business, in the end, is a selling game 
and to be successful it must be con- 
ducted in a manner which results, over 
the years, in a rising trend of profits. 

A comprehensive revision of our grad- 
uated tax system is a must for “we can- 
not raise the floor of security unless we 
raise the ceiling of opportunity.” 

Banks and other financial institutions, 
as custodians of peoples’ savings, have 
a moral responsibility in fighting for a 
sound dollar. 


*From annual report for 1958 of First National 
Bank of Mansfield, Mansfield, Ohio. 
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THE QUESTION, 


Please | 






Do you need information, or would 
you like to exchange ideas, on 
economic and industrial conditions, 
business, estates, trust properties, 
or persons in this area? 





Ask FIRST and MERCHANTS of 
Richmond. 


If we do not know the answer, we 
will try to find it for you. Our long 
experience as executor, co-execu- 


tor, trustee and co-trustee, is yours 
for the asking. 


First MERCHANTS 


NATIONAL BANK OF RICHMOND 


Member Federal Deposit Insurance Corp. 
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YOUR RED CROSS 









ON THE JOB 
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Newly redecorated and enlarged Trust De- 
partment quarters of The Pacific National 
Bank of Seattle is pictured from elevator 
lobby entrance on second floor. Robert E. 
Lewis, vice president and trust officer, on 


telephone at rear, is shown with his staf 
of trust officers, secretaries and accountants, 


Decor and furnishings are in keeping with 
simplicity of design of entire head office 
building. 





FPRA List School Dates 
and Theses 


The School of Financial Public Rela- 
tions’ 1959 catalogue for the twelfth an- 
nual residential session, July 5-19 on 
the Chicago Campus of Northwestern 
University, contains a section listing the 
graduates’ projects which are currently 
in the Financial Public Relations Assn.’s 
library. Among the 271 titles the follow- 
ing relate to the trust department: 
Trust Department’s Place in Public Re- 

lations Program of a Bank (1949) Ar- 

thur S. Carruthers 

A Family Finance Forum as an Out- 
growth of a Women’s Finance Forum 
(1955) Donald L. Chapman 

Selling Trust Services to Women (1950) 
Margaret M. Greiner 

Development of Personal Trust New 
Business Through Estate Planning 
(1951) John R. Hall 

Public Relations Aspect of Trust Devel- 
opment Among’ Professional Men 
(1957) James O. Huffort 

Finance Forum for Women as a Part of 
a Public Relations Program (1955) 
George A. Manning 

Promotion of Trust Services by Use of 
Visual Aids (1954) Edward W. Nip- 
pert 

Public Education in Estate Planning 
(1952) Elsie Parker 

Estate Planning — Its Contribution To 
Trust Development and Bank Growth 
(1957) James A. Purdy 

Promoting Trust Business Through Ex- 
isting Trust Accounts (1955) Freder- 
ick L. Rodenbeck, Jr. 

Developing Trust Business for a Small 
Bank (1956) J. H. Schilder 

Developing Trust New Business Through 
The Estate Planning Approach (1957) 
Thomas A. Slaughter, Jr. 

Developing Public Acceptance and Pa- 
tronage for The Trust Department 
(1953) Mason W. Smith 

Developing a Farm Management Service 
To Attract Trust Business (1958) A. 
Bruce Williams 


Story of a College Education 


Trust 
Evelyn Behr knows now that her three. 
year-old-son, Bobby, can go to college. 


It wasn’t at all certain when Bobby’s 
father, Harold, died suddenly at 31. 


Friends and neighbors who knew how 
much Harold and Evelyn had counted on 
a college education for their son talked 
about it. Company officers, hearing of 
the discussion, applied the practical ap- 
proach: raise a trust fund. Officials, fel- 
low employees and other friends gladly 
contributed. The company matched their 
gifts. The total came to $5,000, which 
with accumulations would assure a col- 
lege education for Bobby. 

Recently two company officials took a 
check to the Philadelphia National Bank. 
Upon signing the necessary legal papers. 
the Harold T. Behr Trust 


Fund was in operation. 


Memorial 





Robert Coltman (right), vice president and 
senior trust officer of Philadelphia National 
Bank, accepts $5,000 check from officers of 
Ajax Metals Div. of H. Kramer & (>. and 


presents them with trust document estab- 


lished to assure college funds for !obert 
Howard Behr, three year-old son ©! de- 
ceased Ajax employee. Ajax officers are 


Ben Kaufman (extreme left), vice pr: sident 
and general manager; and T. A indis, 
plant superintendent. 


TRUSTS AND E: 








ATES 








is staff 
intants, 
g with 

office 


ition 


three- 
ollege. 
obby’s 


s 


W how 
ted on 
talked 
ing of 
al ap- 
Is, fel- 
gladly 
1 their 
which 
a col 


took a 
Bank. 
yapers, 
Trust 


nt and 
‘ational 
cers of 
», and 
estab- 

2 obert 
of de 
are 
‘esident 
‘ andis. 


ATES 





OR SEVERAL YEARS ADMINISTRATORS 
Ari common trust funds have been 
concerned as to what action they should 
tke in the event that a common stock 
held by the fund should omit its divi- 
dnd. In other under such a 
ndition, could new participations be 
almitted to the fund and withdrawals 
be made ? 

The pertinent language of Regulation 
Fis found in Section 17, sub-sections 
(2) and (6) which read as follows: 


words, 


“(2). Before permitting any funds 
of any trust to be invested in a par- 
ticipation in a Common Trust Fund, 
the trust investment committee shall 
review investments comprising the 
Common Trust Fund; and, if it finds 
that any such investment is one in 
which funds of such trust might not 
lawfully be invested at that time, 
funds of such trust shall not be in- 
vested in a participation in such Com- 
mon Trust Fund. 

“(6). Before any distribution in 
cash is made, the trust investment 
committee shall determine whether 
any investment remaining in the 
Common Trust Fund would be un- 
lawful for one or more participating 
trusts if funds of such trusts were 
being invested at that time; and no 
distribution shall be made in cash un- 
til any such unlawful investment 
shall have been eliminated from the 
Common Trust Fund either through 
sale, distribution in kind, or segre- 
gation as provided in the subdivision 
immediately following hereafter.” 


The question therefore is whether a 
common stock held in a common trust 
fund which has passed a dividend is an 
unlawful investment for a trust fund 
about to acquire a participation in the 
‘ommon trust fund. The problem has not 
been pressing in the immediate past due 
lo the eneral prosperity of the country 
and the fact that few if any of the corpo- 
taons whose stocks are generally con- 
‘iderec: suitable for investment by com- 
Mon trist funds have passed their divi- 
dends. i3ut while the the recent recession 
Was at ‘ts height the possibility of divi- 
dend suspensions by especially hard-hit 
“orporations was not to be regarded 


lightly : 
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Common Trust Questions Unanswered 


Regulation F seems to envisage only 
two courses of action (aside from distri- 
bution in kind, which is impossible) 
available to trustees of common trust 
funds, namely, segregation or sale of the 
stock. Segregation has never been seri- 
ously considered because of the ac- 
counting problems involved. A segre- 
gated account is really a small common 
trust fund set up for the benefit of the 
trusts participating in the parent com- 
mon trust fund at the time of segrega- 
tion. To have to set up one such account 
would be bad enough but if more stocks 
passed dividends and each had to be 
segregated for the benefit of differing 
groups of participants, the confusion 
and expense would be indescribable. 


Worst Timing for Sale 


The alternative would be a sale. But 
the very fact of the omission of a divi- 
dend carries with it the certainty that 
the market value of the stock would be 
at a low point so that the sale would take 
place probably at a loss and surely 
under most unfavorable market price 
conditions. Take, for example, the case 
of Westinghouse Electric Corp., a popu- 
lar holding for common trust funds. The 
latest compilation of equity holdings of 
common trust funds (T&E, March, 1958, 
p. 218) shows that it was then held in 
78 funds. But at the time this company 
was subject to a five months strike in 
1955-56 the value of the stock dropped 
from 83 to 51 and earnings dropped 
from around $5 to 10 cents. Fortunately 
the directors continued to pay dividends 
but if the strike had been more pro- 
longed a dividend omission might have 
been necessary. Any sales of Westing- 
house under such circumstances would 
have been at the most completely un- 
favorable moment. The stock has re- 
cently sold around 75 and the com- 
pany is so well regarded that three 
years ago many investment men would 
have definitely been willing to take its 
market price recovery for granted as 
soon as its labor problems were settled. 
Thus the second alternative available to 


trustees of common trust funds is open 
to the most serious objections. 

The problem can become really acute 
in the case of withdrawals. It is pos- 
sible to argue that there is no inherent 
necessity to have new participants enter 
the common trust fund at any given 
time but it is impossible to hold up the 
withdrawal of participations. If the trust 
has terminated the remaindermen will 
not look kindly upon any delay in pay- 
ing over their shares of the principal to 
them. If expenses are to be paid, the 
bank can overdraw the participating 
trusts but only until the next valuation 
date. Thus the need of withdrawing 
funds requires that some solution be 
found other than segregation or sale. 


Entity Solution 


At the Midcontinent Trust Conference 
at Chicago in 1954. (T&E Nov., p. 
1000). The writer advanced as a solu- 
tion the adoption of amendments to 
Regulation F which would recognize 
what has come to be known as the 
‘entity’ theory. This theory has been 
accepted by the courts in New York 
where, because of the complexity of the 
state law and the requirement of periodic 
court accountings as to common trust 
funds, there have been numerous oppor- 
tunities to ask for the instructions of the 
court. The leading cases are Matter of 
Bank of New York, 189 Misc. 459, and 
Matter of Hoagland, 194 Misc. 803, aff'd 
272 App. Div. 404, aff'd without opinion 
297 N. Y. 920 (1948). One question 
raised was whether it was proper to 
permit participation in a common trust 
fund by a trust where the amortization 
of bond premiums was required either 
by specific language in the instrument or 
as a matter of law in the absence of any 
such language. Of course it has always 
been recognized that there is no way in 
the world to amortize premiums paid on 
the purchase of bonds for a common 
trust fund and all plans provide that 
there shall be no amortization of such 
premiums. Another question involved 
the treatment of stock dividends. Every 
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plan has to have a single method of al- 
locating such items but of course the 
participating trusts are likely to have 
differing and quite possibly conflicting 
requirements, 

The New York courts took the view 
that to participate in a common trust 
fund was to acquire an interest in a 
separate entity and that any otherwise 
eligible trust could properly do so and 
would thereafter be controlled by the 
rules of that entity rather than by its 
own individual provisions. 

It would seem that the entity theory 
would fit the problem of the omitted 
dividend like a glove. If the total port- 
folio of the common trust fund was a 
good one, the mere fact that one or two 
stocks were temporarily non-income pro- 
ducing would not necessarily make it 
imprudent to permit a new trust to enter 
the fund. The trust investment committee 
would be the judge of the overall quality 
of the fund and this would probably im- 
pose a higher duty on the committee 
than it has even now. 

However, the staff of the Board of 
Governors has shied away from the 
entity theory on the ground that it in- 
volves a question of local law—it might 
be recognized in some states and not in 
others—and for the Board to accept it 
might result in controversy. Conse- 
quently a new approach had to be 
sought by the Committee on Common 
Trust Funds of the Trust Division of 
American Bankers Assn. which proposed 
a footnote to the relevant subdivisions 
of Section 17, reading as follows: 


“Subject to applicable state law, the 
omission of dividends on a common 
stock held in the common trust fund, 
shall not, in itself, for the purpose 
of this regulation, necessarily dis- 
qualify such common stock as a 
proper investment.” 


This would appear to be an improve- 
ment on the earlier suggestions for two 





reasons. It would leave the fundamental 
decision up to the applicable state law. 
Thus, in New York and California and 
any other states recognizing it, the entity 
theory would presumably be controlling. 
In other states different theories might 
be determining. In the second place, the 
footnote would apply only to common 
stocks whose dividends were omitted. It 
would not cover the omission of divi- 
dends on preferred stocks nor the default 
of interest on bonds or on mortgages. 
These are much more serious events 
and their occurrence would indicate a 
far greater weakness in the investments 
than would be true of a brief, temporary 
suspension of dividends on common 
stocks. 

It is hoped that this solution will meet 
with prompt approval by the Board of 
Governors. The matter has been pend- 
ing before the Board for about seven 
years, involving innumerable confer- 
ences with the staff. If the Regulation 
could be amended to incorporate the 
proposed footnote, administrators of 
common trust funds would feel that a 
long step had been taken for the real 
protection of the beneficiaries of the 
participating trusts in the event of any 
serious economic dislocation. 


Charitable Agencies 


as Participants 


Another request which has been be- 
fore the Board of Governors for a long 
time concerns a proposed amendment to 
Regulation F which would permit agency 
accounts for charitable institutions to 
participate in common trust funds. When 
originally promulgated the Regulation 
quite properly limited participation in 
common trust funds to bona fide trusts 
administered by banks and trust com- 
panies. It was felt that, since the banks 
had no control over agency or custodian 
accounts, to permit them to participate 
might lead to speculation by the princi- 
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pal or at least to frequent and possibly 
unnecessary entries into and withdrawak 
from the funds by such accounts as the 
unit value increased or dropped. How. 
ever, agency accounts for charities have 
been found to be quite stable in their 
investment policies and so to compare 
closely to trusts in approach even though 
not in form. Therefore there would seem 
to be no objection to affording small 
accounts of this nature the advantages as 
to diversification and yield which com. 
mon trust funds provide for small and 
moderate sized trusts and there is prob. 
ably a good basis of public policy for 
permitting them to utilize this medium. 


TRUST EDUCATION IN 
NEW YORK . 


A EXPANSION IN ITS TRUST EDUCATION 
program will be undertaken this 
summer by the Trust Division of the 
New York State Bankers Association in 
the form of an Estate and Trust Admin. 
istration School. This school will be 
operated under the auspices of Rensse- 
laer Polytechnic Institute at Troy, 
N. Y., from June 15 to 19. It will be lim- 
ited for the first year at least to 30 men 
from banks with trust departments in 
New York State. The courses this year 
will be confined to the subject of estates 
with trusts to be taken up next year. 
Thus, if he desires, a man can attend 
the school for two sessions. 


The curriculum has been pretty well 
decided upon and the faculty is in the 
course of selection. The chairman of the 
committee in charge of organizing and 
running the school is Lester E. Lamb. 
vice president of the Hanover Bank, New 
York City. Complete details will be 
printed in our next issue. 


The New York Trust New Business 
School will hold its sixth annual session 
the previous week, June 8 to 12. Again 
the school will be operated in conjunc: 
tion with New York University in New 
York City. A small minority of non-New 
York trust men will be accepted. The cur- 
riculum will be largely as in earlier 
years. One lecture will be given by Jos- 
eph H. Murphy, president of the New 
York State Tax Commission. Among 
other new members of the faculty will be 
Howard O. Colgan, partner of Milbank. 
Tweed, Hope and Hadley, New York 
City; C. Emory Lochner, partner of 
Whalen, McNamee, Creble and Nichols. 
Albany; John F. Donlon, President, Ed- 
win Bird Wilson & Co.; and Dr. !rancis 
F. Bradshaw, President, Richardson. 
Bellows Henry & Co., management con 
sultants. 
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Estate Planning Council 
Activities 

The third edition of the Guide for 
forming Life Insurance —Trust and 
ftate Planning Councils is off the press. 
The 20-page pamphlet is published 
jvintly by the National Association of 
life Underwriters and the Trust Divi- 
jon of the American Bankers Assn. 


Besides quoting the original com- 
pnion resolutions of the two organiza- 
ions and presenting a Foreword on the 
importance of these councils in preserv- 
ing the total wealth of the nation, as well 
s of individuals, the booklet covers: 
The Council Movement—What It Is: 
(rigin and Growth of the Council Move- 
nent; Practical Steps in Organizing a 
Council; Suggested Articles of Associa- 
ion; Suggested Membership Applica- 
tion; and A Statement of Guiding Prin- 
ples for Relationships Between Life 
(nderwriters and Trustmen. 


Central Arizona—On February 2nd 
Devens Gust, attorney, and Kenneth 
Todd, trust officer, Valley National 
bank-Phoenix, discussed “Special Prob- 
kms Created by Community Property in 
fstate Planning.” A special meeting was 
leld on February 23rd to hear Dean 
lavis, president, National Life Insur- 
ance Co., Montpelier, Vt., speak on 
‘Pending National Legislation on Insur- 
ance and Estate Planning.” Mr. Davis 
isa former judge and practicing lawyer. 
Most of his time during the past year 
has been spent in Washington on tax 
kgislation. 


Southern Arizona—On February 16 
Willis F. McMartin, C.L.U., of Phoenix 
yoke on “Insured Retirement Plans— 
What and Why.” Mr. McMartin, for 
many years with Northwestern Mutual 
\gency in New York, specialized in em- 
ployee benefit plans. 

Los Angeles—On February 16 a 
panel discussed “‘New-Ten-Year Rule for 
the Payment of Estate Taxes.” The 
panelists were: Louis M. Brown, attor- 
ney; Gerald F. Willmott, vice president 
and trust officer, Farmers and Merchants 
branch of Security-First National Bank; 


and Fred W. Pierce, C.L.U., moderator. 
East Bay—On February 9 Mitchell T. 


Curtiss. estate analyst of San Francisco, 
spoke of his experiences in this field. 
The following week subjects brought up 
by Mr. Curtiss formed the basis of a 
roundtable discussion. . . . Current offi- 
cers, elected in December, are: Pres.— 
- Warren Manuel, attorney; Vice Pres. 
Walter Frank, C.P.A.; Sec.-Treas.— 
W. T. Brockwehl, assistant trust officer, 
First Western Bank & Trust Co. 
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New Haven—On February 16 “Corpo- 
rate Redemptions” were discussed by 
Professor Boris I. Bittker of the Yale 
Law School, a member of both the New 
York and Connecticut Bars. His talk 
embraced stock redemptions and partial 
liquidations. 

East Coast, Fla—On February 19, 
Jack Rawls, C.L.U., vice president, 
Lincoln National Life Insurance Co., 
spoke on “The Role of Business Insur- 
ance in Estate Planning.” 

Northeast Florida—On February 26 
the speaker was Walter W. Smith of 
Rutherford, N. C., a highly popular 
speaker in Insurance circles. 

Southeast Florida—On February 17 
the Honorable Frank B. Dowling, Dade 
County Judge, addressed the Council. 

Hawaii—On February 26 Myles L. 
Grover, consulting actuary and _ vice 
president of Johnson & Higgins, spoke 
on the “Variable Annuity.” 

Hammond, Ind.—The Calumet Estate 
Planning Council, recently organized, 
was addressed on February 11 by Alex- 
ander Eulenberg, associate professor of 
taxation, Loyola University. 

Officers of the new council are: Pres. 
—John Hinton, New York Life Insur- 
ance Co.; Vice Pres——Arnold Huebner, 
attorney; Treas.—Joseph Glotzbach, 
C.P.A.; Sec.—Leo R. Boyle, trust offi- 
cer, Calumet National Bank. 

Indianapolis—On February 19 Rus- 
sell C. Harrington of Washington, D. C., 
accountant and former Commissioner of 
Internal Revenue, spoke on “Views and 
Impressions of the Internal Revenue 
Service.” Mr. Harrington is also a char- 
ter member of the Estate Planning 
Council of Rhode Island. 

Des Moines—On February 2 Matthew 
J. Heartney, Jr., spoke on “The value of 
Real Estate Improvements” — account- 
ants vs. engineers, lawyers vs. ap- 
praisers, trust officers in the middle. 

Baltimore—On February 10 Moses W. 
Rosenfeld, Baltimore attorney, spoke on 


“Tax Savings with the Pseudo Corpora- 
tion.” 

Detroit—On February 18 John J. 
Buckley, vice president of Provident 
Tradesmens Bank & Trust Co., Phila- 
delphia, discussed “Taking the Mystery 
out of Estate Planning.” At the request 
of Socony-Mobil Oil Co., for which he 
is estate planning consultant, Mr. Buck- 
ley has written “Things You Should 
Know About Estate Planning,” pub- 
lished and distributed by Socony for key 
executives and distributors throughout 
the country. 

St. Louis—On February 3 Hugh A. 
Logan, vice president of St. Louis Union 
Trust Co., spoke on “Areas of Coopera- 
tion in Pension Funding.” 

Dayton—On February 26 Joseph F. 
Connelly, assistant vice president, Third 
National Bank & Trust Co., showed the 
trust film, “So Little For Eve.” There- 
after Mr. Connelly and Howard W. 
Neilson of Winters National Bank & 
Trust Co., offered solutions to the prob- 
lems raised in the film. 

Corpus Christi—On February 10 Ed- 
ward Bush, employee benefit trust con- 
sultant from Chicago, spoke on “Cur- 
rent Trends in Employee Benefit Trusts.” 

Fort Worth—On February 17 Joseph 
P. Driscoll, Dallas attorney, spoke on 
“Estate Planning for Partners and Part- 
nerships.” 

Seattle—On February 25 Charles E. 
Young spoke on “The Business Cycle.” 
Mr. Young is an economist with the 
Weyerhaeuser Timber Co. in Tacoma. 

Madison, Wis——On February 9 Addis 
E. Hull III, Chicago spoke on “Buy and 
Sell Agreements.” 

Milwaukee —On January 19 “The 
Problem and Solution Approach to a 
Typical Estate Planning Situation” was 
presented by Council members. 

Toronto—On February 3 A. H. Came- 
ron, vice president of Saunders-Cameron 
Ltd., investment dealers, spoke on “The 
Effect of Inflation on Estate Values.” 
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TABULATION OF TRUST DATA IN ANNUAL REPORTS 


Code: 


= Increase over last year; — = Decrease from last year; * 


= Record high; B = Book value. 


Fiyecas before + or — represent a Rea of dollars; figures after + or — represent change from last year in % or millions of dollars. 
Assets represent personal trust department including agency funds where given in report. 


Trust earnings are gross unless marked ‘‘N”’ for net. 


Bank 
ALABAMA 
Birmingham Trust National Bank 
American National Bk. & Tr. Co., 
First National Bank, Montgomery 
ARIZONA 

First National Bank of Arizona, Phoenix -. 
Phoenix Title & Trust Co. 
Southern Arizona Bk. & Tr Co., Tucson _. 


CALIFORNIA 

California Bank, Los Angeles 
Citizens Nat. Tr. & Sav. Bk., Los Angeles- 
Security-First Nat. Bk., Los Angeles 
Union Bank, Los Angeles 
First Nat. Tr. & Sav. Bk., San Diego —_.. 
American Trust Co., San ‘Francisco |S SPER 
Bank of America, N.T.&S.A., San Francisco. 
Bank of California, N.A., San Francisco _. 
Crocker-Anglo National Bk., San Francisco 
First Western Bk. & Tr. Co., San Francisco 
Pacific National Bank, San Francisco 
Wells Fargo Bank, San Francisco —-.... 
County Nat. Bk. & Tr. Co., Santa Barbara - 


COLORADO 
Colorado National Bank, Denver 
First National Bank, Denver 
CONNECTICUT 
City Trust Co., Bridgeport - ~~... 
Connecticut Nat. Bk., Bridgeport —_-........ 
Bristol Bank & Trust Co. ee 
Putnam Trust Co., Greenwich —_--.-...........- 
Connecticut Bk. & Tr. Co., Hartford 
Hartford Nat. Bk. & Tr. Co. 
New Britain National Bank 
New. Britain Trust. Co. —._______. 
First New Haven Nat. Bank 5 REFER ale tee 
Union & New Haven Tr. Co. 
Fairfield County Tr. Co., Stamford 
Nat. Bk. & Tr. Co. of Fairfield County, 
ee eee ee 
Brooks Bk. & Tr. Co., Torrington . 
Citizens & Manufacturers Nat. Bk., 
Waterbury _. Se SPN Sete. 
Colonial Trust Co., A Waterbury _ 


DELAWARE 

Bank of Delaware, Wilmington —_...... 
Wilmington Trust Co. 
DISTRICT OF COLUMBIA 
American Security & Trust Co. 
ee OU 
FLORIDA 

First National Bank, Dunedin —_..... 
First National Bank, Fort Lauderdale hee 
Atlantic National Bank, Jacksonville 
Barnett National Bank, Jacksonville — 
First National Bank, Miami 
First National Bank, Orlando 
First National Bank, Winter Park -_......... 


GEORGIA 
First National Bank, Atlanta 
Fulton National Bank, Atlanta —.--..... , 
Trust Co. of Georgia, Atlanta — 
HAWAII 
Bishop Trust Co., Ltd., Honolulu een 
Hawaiian Trust Co., Ltd., Honolulu —-.... 
IDAHO 
Idaho First Nat. Bk., Boise - 
ILLINOIS 
American National Bank, Chicago _ 
City National Bank & Tr. Co., Chicago 
Continental Illinois Nat. Bk. & Tr. Co., 
Chicago _-_.. a 
First National Bank, Chicago | + A a 
Harris Trust & Sav. Bank, Chicago Pease 
Lake Shore Nat. Bk., Chicago 
LaSalle National Bank, Chicago — 
Northern Trust Co., Chicago ——.... 
First Nat. Bk. & Tr. Co., Evanston e255 
State Bank & Tr. Co., Evanston = 
Commercial National Bank, Peoria — 
First National Bank, Springfield 


INDIANA 
Irwin Union Bk. & Tr. Co., Columbus - 
First National Bank, Elkhart 
Citizens National Bank, Evansville —_..... 
Lincoln Nat. Bk. & Tr. Co., Fort Wayne _. 
American Fletcher Nat. Bk. & Tr. Co., 
Indianapolis ae 
Fidelity Bk. & Tr. Co., Indianapolis _ Sees oe 
Indiana Nat. Bk., Indianapolis —. 
Merchants Nat. Bk. & Tr. Co., Indianapolis 
Purdue National Bank, Lafayette 


Mobile... 
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Bank 
Merchants Trust Co., Muncie —.. 
Second National Bank, Richmond —___...._. 
First Bank & Trust Co., South Bend __..... 
National Bank & Trust Co., South Bend _ 
IOWA 

Council Bluffs Savings Bank .- hee 
Commercial Nat. Bk., Kansas City” SES 
First National Bank, Topeka 
KENTUCKY 

Kentucky Trust Co., Louisville = 
Liberty National Bk. & Tr. Co., Louisville 
Lincoln Bank & Tr. Co., Louisville —.... 


LOUISIANA 

Commercial National Bk., Shreveport 
First National Bank, Shreveport 
MAINE 

Depositors Trust Co., Augusta — WW. 
Canal National Bank, Portland __.......... 
First Portland National Bank -.-.............. 
MARYLAND 

Equitable Trust Co., Baltimore — : 
Fidelity-Baltimore National Bank __....... 
First National Bank, Baltimore _.._.. 
Maryland Trust Co., Baltimore — 
Mercantile-Safe Dey. & Tr. Co., Baltimore.. 
Union Trust Co., Baltimore : 


MASSACHUSETTS 
Boston Safe Denosit & Trust Co. - 
Merchants National Bank, Boston __.... 
New England Trust Co., Boston _. 
Rockland-Atlas Nat. Bk., Boston __...... 
United States Trust Co., Boston __. 
Cambridge Trust Co. —...__________. 
Harvard Trust Co., Cambridge _.. —— 
Union National Bank, Lowell —..... 
Oe ne ee ee 
Agricultural Nat. Bk., Pittsfield - paiseeel 
Third Nat. Bk. & Tr. Co., Springfield eral 
Valley Bank & Tr. Co., Springfield - 
Worcester County National Bank 
MICHIGAN 
Detroit Bank & Trust Co. 
Manufacturers National Bk., Detroit - 
National Bank of Detroit - 
Citizens Commercial & Sav. “Bk., Flint 
Genesee Merchants Bk. & Tr. Co., Flint _ 
Old Kent Bk. & Trust Co., Grand Rapids 
City Bank & Trust Co., Jackson - 
National Bank of Jackson , 
First Nat. Bk. & Tr. Co., Kalamazoo ees, 
Union National Bank, Marquette _.....____ 
Hackley Union Nat. Bk. & Tr. Co. __.. 
MINNESOTA 
Northwestern Nat. Bk., Minneapolis _ 
American National Bk., St. Paul —._. 
MISSISSIPPI 
Deposit Guaranty Bk. & Tr. Co., 
MISSOURI 
City National Bk. & Tr. Co., Kansas City 
Commerce Trust Co., Kansas City 
First National Bank, Kansas City 
Union National Bank, Kansas City 
Boatmen’s National Bank, St. Louis 
Mercantile Trust Co., St. Louis _.. 
NEBRASKA 
Continental National Bank, Lincoln 
Omaha National Bank 
NEVADA 
First National Bank of Nevada, Reno . 
NEW JERSEY 
Camaen Trust: Co... 
First Camden Nat. Bk. & Tr. Co. - 
Union County Trust Co., Elizabeth 
Citizens National Bank, Englewood ____. 
Peoples Trust Co. of Bergen County, 
Re OE eee 
First National Bank, Jersey City —_ 
Trust Co. of Morris County, Morristown _ 
Fidelity Union Trust Co., Newark 
Howard Savings Institution, Newark 
National State Bank of Newark __... a 
First National Bk. & Tr. Co., Paterson ree 
New Jersey Bank & Tr. Co., Paterson 
Plainfield Trust State Nat. Bank —...... 
First National Bank, Princeton —....... . 
Princeton Bank & Trust Co. —-.._.... 
Monmouth County Nat. Bk., Red Bank _.. 
Citizens First Nat. Bk. & Tr. Co., 
Ridgewood PuE nite EY RY A 
I a oc 


Jackson 





Earnings 


$.140 * 8.5% 


oe 


ae 
= 


B $12 + 


$15 
$18 
$59 


B $16 + 
$15 + 


$42 


$65 


$48 + 


$152 


$38 


16% 


$10 


+ $39 


B $20 + 
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QUOTES FROM ANNUAL REPORTS* 


Another year of sound growth. . 
Adivity necessitated further expansion 
_,, election of our first woman trust 
oficer. 

Birmingham Trust National Bank 


This reduction (in the demand for 
ans) was more than offset by increased 
inome from higher interest rates on 
emmercial loans and greater trust de- 

partment activities. 
Amrican National Bank & Trust Co., 
Mobile 


We are carrying forward the greatest 
amount of accumulated fees due from 
usettled estates of any year... Ad- 
ditions to will file build up much more 
ypidly than the number of wills matur- 
ig each year ... Common Trust Fund 
hus increased in value, both on a per 
wit basis and over-all . (a chart 
showed number of active trust accounts 
hs risen steadily from 419 in 1947 to 
15 in 1958). 

First National Bank, Montgomery 


More trust business than in any prior 
yar... continued growth of retirement 
trust business as well as estate and sub- 
division trusts. 

Phoenix Title & Trust Co. 


Initiated an aggressive expansion and 
development program for the trust de- 
partment . . . Additional qualified per- 
sonnel added. 

Southern Arizona Bank & Trust Co., 
Tucson 


Branch trust departments are 
well able to meet the needs of customers 
throughout our banking area . . . Com- 
mn Trust Fund has been of marked 
benefit to many participating accounts. 

American Trust Co., San Francisco 


A large number of pension, profit- 
sharing and thrift plans were estab- 
lished mechanical and electronic 
facilities enable better service to large 
and complicated plans including 
thse from joint union and employer 
hegotiations . . . Pooled investment fund 
for employee benefit plans has more than 
doubled within the last year . .. Also 
substantial increase in the number of 
living trusts, testamentary trusts and 
guardianships participating in our Com- 
mon Trust Fund. 

Bank of America, San Francisco 


Depa: { 


ment as a whole experienced a 
quite sat 


isfactory rate of growth. 
‘ank of California, San Francisco 


First full year of operation of the 
tust department’s two Common Trust 
Funds . . . substantially all planned re- 
sults were achieved .. . well received by 
tustome:'s and participants. 

Crocker-Anglo National Bank, 
San Francisco 


$ . 
Continued from Feb. issue, p. 100 
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Increased volume of business in the 
trust department (17.09% over 1957). 
Pacific National Bank, San Francisco 


Successful year measured by number 
and value of new accounts . . . Common 
Trust Fund completed its third year ($6 
million with 243 participating trusts) 
... For the third year, profits after all 
direct and allocated expense were satis- 
factory. 

Wells Fargo Bank, San Francisco 


The trust department contributed sub- 

stantially to over-all favorable results. 
County National Bank & Trust Co., 
Santa Barbara 


Substantial increase in the number of 
estates handled . . . We participated in 
the formation of the Connecticut Fidu- 
ciaries’ Fund, Inc. 

Bristol (Conn.) Bank & Trust Co. 


Continued sound growth... Earnings 
again ...a new high. 
Putnam Trust Co., Greenwich 


Department continues to grow through 
new business ... Our trust department 
was active in the formation of the Con- 
necticut Fiduciaries’ Fund, Inc. 

New Britain National Bank 


Successful in all phases of operation 
... Took a principal role in establishing, 
in joint sponsorship with other Connecti- 
cut banks, the Connecticut Fiduciaries’ 
Fund, Inc. . . . Increasing number of 
wills. 

New Britain Trust Co. 


Total income from this department 
was larger than any previous year ex- 
cept 1957. A larger number of new ac- 
counts ... than in any previous year. 

Union & New Haven Trust Co. 


TRUST DEPARTMENT 


$ THOUSANDS 


First National Trust & Savings Bank, 
San Diego 





Increased assets and income . . . added 
importantly to the staff, working facili- 
ties and administrative quarters at both 
executive offices. 

National Bank & Trust Co. 
of Fairfield County, Stamford 

An active trust development program 
is producing new sources of business 
. . . Established a two fund investment 
plan for pension and profit sharing trusts 
— the first in Delaware. 

Wilmington Trust Co. 
(To be continued) 
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NEW! 
REVENUE RULING 


59-60 


outlining the approach, methods and 
factors to be considered in valuing 
the stock of closely held corporations 
for gift and estate tax purposes. 


An analysis of this important new 
ruling, which supersedes Rev. Rul. 
54-77, will be sent free upon request. 
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DISTRIBUTIONS TO 
BENEFICIARIES 


(Continued from page 203) 


In many states, an outright legatee is 
entitled to interest at the legal rate to 
commence a year from the date of the 
testator’s death.*° This payment must be 
made even though the estate in fact has 
no income. If, however, the legacy is 
payable to a trustee, the executor may 
have to pay the trustee, in addition to 
the specified sum of money, a share of 
the income in fact earned by the estate, 
or possibly an amount equal to the usual 
rate of return off of such a sum held in 
trust, with such additional payment to 
be calculated from the date of the tes- 
tator’s death.*° 

The additional payment which the 
executor may be required to make is not 
itself a bequest of a specific sum of 
money protected by Section 663(a) (1), 
if the test given in the Regulations is 
applied, because that test requires that 
the amount of money be ascertainable 
under the terms of the testator’s will as 
of the date of his death.2* The amount 
of any such additional payment will al- 
ways depend on when the executor exer- 
cises his discretion to make payment of 
the specified sum of money. When that 
payment is made, the total additional 
payment that is required can be calcu- 
lated and not before. 

The operation of the test set forth in 
the Regulations as to what is a bequest 
of a specific sum of money protected by 
Section 663(a)(1) is illustrated by a 
formula pecuniary legacy which may be 
used to describe the amount of marital 
deduction gift.2* Such a pecuniary leg- 
acy is not deemed a gift of a specific 
sum of money protected by Section 663 
(a) (1) because its amount is dependent 
on the exercise of certain discretions in 
the executor, such as his discretion to 
select the valuation date, to determine 
whether to take certain deductions as 
income or estate tax deductions, etc. 
Thus the amount of the pecuniary leg- 
acy is not ascertainable on the date of 
the testator’s death.”® 

The entire formula pecuniary marital 
deduction gift, including any additional 
payment which may have to be made to 


Scott on Trusts, 2nd Ed., Section 234.2. In New 
York a legacy is payable seven months after grant- 
ing of letters testamentary and interest begins to 
run on legacies unpayable at that time. 

Scott on Trusts, 2nd Ed., Section 234.2. 

27Section 1.663 (a)-1(b). 

283A formula pecuniary marital deduction gift is 
described in Casner, Estate Planning—Cases, Stat- 
utes, Text and Other Material, 2nd Ed., p. 641. 

2The Regulations do recognize as a bequest of a 
specific sum of money one that is subject to the 
performance of a condition precedent to be per- 
formed after the testator’s death so that the be- 
quest may never become payable. Section 1.663 (a) - 
1(b) (4). 





compensate the legatee spouse fo: delay 
in paying it to her, is outside the pro. 
tection of Section 663(a) (1). If, hoy. 
ever, a bequest of what is clearly , 
specific sum of money is made, it is no} 
removed from the protection of Section 
663(a) (1) by virtue of the fact that un. 
der controlling local law an additional 
payment may have to be made to com. 
pensate the legatee for delay in paying 
the legacy. Only the additional payment 
is outside such protection. 

When a dollar amount is payable bu 
it is not a bequest of a specific sum of 
money within the meaning of those 
words in Section 663(a) (1) because the 
dollar amount is not ascertainable on the 
testator’s death, nevertheless. when the 
dollar amount is later ascertained, if it 
is then satisfied by the executor electing 
to distribute property in kind and the 
distributed property has increased in 
value since the date it was valued for 
estate tax purposes, the gain will be tax- 
able to the estate.*° In addition to this 
tax consequence, however, the distribu- 
tion in satisfaction of such dollar 
amount, whether in kind or in cash, maj 
give the estate a deduction for federal 
income tax purposes and increase the 
gross income of the distributee. Thus the 
timing by the executor of such distri: 
bution may have far reaching federal 
income tax consequences. 

If the dollar amount that is to be sat- 
isfied by the distribution is the so-called 
interest that is payable on a pecuniary 
legacy from a date one year after the 
testator’s death, and such payment is to 
be regarded the same as the payment by 
the executor of interest on a debt, the 
estate will be entitled to an interest de: 
duction in the year of payment and the 
entire amount of the interest payment 
will be income to the distributee in the 
year of payment. If that result prevails. 
then the executor does affect significantl) 
the federal income tax result depending 
on whether he pays the interest as it ac- 
crues from year to year or lets it build 
up in amount and discharges it all im 
one year.*! If the dollar payment is not 
to be regarded as true interest, then 3 
distribution in satisfaction of it is like 
any other distribution to an estate bene 
ficiary that is not protected by the ex 
clusionary rule of Section 663(a) (1). 

Suppose, for example, that a testato! 
bequeaths $100,000 to T in trust for A: 


30Revenue Ruling 56-270, 1956-1 C.B. 325; Sec: 
tion 1.1014-4(a) (3) of the Regulations. 

31In Davidson v. United States, 149 F. Supp. 20! 
(Ct. of Cl. 1957), the court held the so-called in 
terest payment was not true interest and shoull 
be regarded as a distribution taxable to the reciPr 
ent only to the extent it does not exceed the cur 
rent year’s income. See also Wolf v. Comm ., 
2d 390 (3d Cir. 1936). 


84 F. 
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that under controlling local law the ex- 
«utor is required to distribute to T, in 
addition to $100,000, the portion of the 
inoome earned by the estate that is at- 
tibutable to $100,000; that the estate 
arms income at the rate of 4 per cent so 
that when the executor makes the distri- 
bution to T at the end of the second 
var he must pay him $8,000 as income 
for the two years; and that the distribut- 
able net income for the second year ex- 
ceds $8,000. If the only distribution 
made by the executor in the second year 
isthe distribution to T of $108,000, the 
goss income of the trust will be $8,000 
aid the estate will have a deduction in 
the amount of $8,000. Thus, though the 
throwback rule does not apply to distri- 
butions by an estate, the distributee here 
is required to include in his gross in- 
cme more than his share of the cur- 
rent year’s income. 


A more dramatic illustration can be 
presented. Suppose that a will contains a 
narital deduction formula pecuniary gift 
in favor of the testator’s wife and gives 
the residue of his estate to his son; that 
the formula produces a gift of $50,000; 
and that in the second year of admini- 
stration, when the distributable net in- 
come of the estate is $25,000, the execu- 
tor elects to distribute to the wife one- 
half ($25,000) of her legacy. No other 
distribution is made. The entire $25,000 
will be includable in the gross income 
of the wife, a very costly result so far as 
she is concerned, and a windfall to the 
residuary beneficiary due to the fact that 
the estate will pay no income tax in that 
year on the $25,000 of taxable income. 


The proposals made by the Advisory 
Group do not change the present law in 
regard to what constitutes a bequest of a 
specific sum of money. Furthermore, the 
proposals do not determine whether so- 
called interest payable on a legacy is 
true interest for tax purposes. If, how- 
ever, a payment of a dollar amount that 


is not a bequest of a specific sum of 
money is not true interest, then the pro- 
posals of the Advisory Group may 
change significantly the present situa- 
tion. 

The word “may” in the last sentence 
of the preceding paragraph is used de- 
signed', because it is not clear whether 
4 pecuniary legacy can be a separate 
share for purposes of the separate share 
tule i! that rule is extended to estates. 
A son’ what similar problem is raised 
NM coni ection with the marital deduction 
Where « power of appointment arrange- 
ment i- permitted to qualify for such de- 
duetio if the power relates to a “specific 
Portio: of an interest in property.?? In 
Marcri 1959 


this situation, the Regulations take the 
position that a specific sum of money 
cannot be a “specific portion” of an in- 
terest in property.** If a pecuniary leg- 
cay cannot be a separate share, then the 
only change in present law that is made 
by the Advisory Group’s proposals, so 
far as pecuniary legacies are concerned, 
is in the discretion given to the execu- 
tor during the 36-months’ period to de- 
termine whether he is distributing in- 
come or corpus, which would be rele- 
vant if a distribution is only in partial 
satisfaction of what is due the legatee. 

Analysis of the recommendation to 
extend the separate share rule to estates 
should lead to the conclusion that within 
certain limits a pecuniary legacy should 
be recognized as a separate share. The 
discussion that follows assumes this re- 
sult. Consequently, if a bequest of $20,- 
000 is made to a person, any additional 
amount which has to be paid, and which 
is not true interest, will pick up only a 
proportionate amount of the distribut- 
able net income of the year of distribu- 
tion and hence will be income to the dis- 
tributee only to that extent. 

Suppose, for example, that the distri- 
butable income for the third year of ad- 
ministration is $6,000; that a legacy in 
trust in the amount of $20,000 is paid 
at the end of the third year; that the 
controlling local law requires the execu- 
tor to pay the legatee, in addition to the 
$20,000, his share of the income earned 
by the estate and that such amount is 
$1.800; and that $20,000, the amount of 
the legacy, is 10 per cent of the total 
estate. If the $20,000 is a separate estate, 
then only 10 per cent of the distributable 
net income of the entire estate for the 
year of distribution should be allocated 
to it.** Consequently, the legatee’s gross 
income will be augmented by only $600 
as a result of the payment to him of the 
$20,000 legacy and the additional 
amount of $1,800 for the delay. 

It is possible that the extension of the 
separate share rule to estates may result 
in a requirement imposed by local law 
that the executor allocate to the separate 
share the income tax cost to the estate 
of the separate share’s income for the 


®Section 2056(b) (5), Internal Revenue Code of 
1954. 

Section 20.2056 (b)-5(c). 

34The percentage of the total estate that is repre- 
sented by the pecuniary legacy will have to be 
determined annually. Probably such percentage 
should be determined at the beginning of the tax- 
able year on the basis of the amount then owing 
to the pecuniary legatee. If this is done, then prob- 
ably the income for the preceding years already 
allocable to the specific sum should be added to the 
specific sum in determining the percentage of the 
total estate payable to the legatee. For a somewhat 
analogous problem where the value of the trust 
property at the beginning of the taxable year was 
selected, see Section 1.671-3(a) (3) of the Regula- 
tions. 
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first two years, when no distribution 
was made. so that the legatee will not be 
entitled to the full $1,800. If this is not 
done, the residuary takers are in effect 
paying the income tax on the first two 
years income of the separate share.*° 
The significance of the extension of 
the separate share rule to estates with 
respect to formula pecuniary marital de- 
duction bequests is again more dra- 
matic. Such a bequest is like the addi- 
tional payment that may be required in 
connection with a bequest of a specific 
sum of money in that it is not protected 
under Section 663(a) (1) of the present 
law. It is like the bequest of a specific 
sum of money, however, in that it is a 
gift of estate corpus, whereas the addi- 
tional payment in connection with the 
bequest of a specific sum of money is a 
gift of estate income, at least if there is 
any. If an additional payment is required 
in connection with a formula pecuniary 
marital deduction gift to compensate the 


See the following cases which consider what 
adjustments may have to be made by the executor 
when he elects to take certain administration ex- 
penses as income tax deductions rather than estate 
tax deductions, and, as a result of such election, 
certain beneficiaries receive more and others less 
than would have been the case if such expenses 
had been taken as estate tax deductions; Estate of 
Bixby, 140 A.C.A. 337 (Cal. 1956); Estate of 
Warms, 140 N.Y.S. 2d 169 (1955); and In re 
Levy’s Estate, 9 Misc. 2d 561, 167 N.Y.S. 2d 16 
(1957). 


distributee spouse for delay in the pay- 
ment of the legacy, such additional pay- 
ment will be chargeable to estate income. 

If the separate share rule is extended 
to estates, the formula pecuniary marital 
deduction gift should be regarded as a 
separate estate, and only if the total pay- 
ment which has to be made exceeds the 
sum produced by the formula should any 
of the distributable net income of the 
estate for the year of distribution be at- 
tributable to the marital gift. In other 
words, the portion of the distributable 
net income of the year of distribution at- 
tributable to the separate marital gift 
share will be determined on the same ba- 
sis as though the formula pecuniary mar- 
ital deduction gift were a gift of a speci- 
fic sum of money. 

Once the portion of the current year’s 
distributable net income allocable to a 
separate share is determined, what will 
be the result if a distribution is made 
only in partial satisfaction of the amount 
due? If the recommendation of the Ad- 
visory Group previously discussed is 
adopted,*®® the executor will be allowed 
to determine during the 36-months’ pe- 
riod following the testator’s death whe- 
ther the payment to the distributee is 
corpus or income, and only to the extent 


88Note 13 supra. 
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it is determined to be income wi' the 
payment carry distributable net income 
of the current year that has been allo. 
cated to the separate share.** 


The separate share rule should not be 
applied in such a manner as to under. 
mine the exclusion from Section 663 (a) 
(1) of certain instalment gifts.** Thus 
if the testator bequeaths to A the sum of 
$50,000 to be paid in five annual instal. 
ments of $10,000 each, the separate share 
rule should be deemed completely inap.- 
plicable, or, if applied, the separate 
share of the legatee should be regarded 
as $50,000, decreasing annually as each 
$10,000 payment is made, and the dis. 
tributable net income apportioned to 
such share annually should be deter- 
mined accordingly. 


Ill. The Specific Bequest 


When a specific bequest is made in a 
will, the executor normally must account 
to the legatee for the income from the 
specifically bequeathed property from 
the date of the testator’s death.*” Though 
the distribution of the specifically be- 
queathed property is protected under 
Section 663(a)(1) to the same extent 
as a bequest of a specific sum of money, 
the additional payment of the income 
from such property is not so protected. 
It is like the additional payment which 
may be required in connection with a 
bequest of a specific sum of money. Con- 
sequently, the previous discussion relat- 
ing to such additional payment is rele- 
vant here and is incorporated by refer- 
ence. 


The present law in regard to the in- 
come taxation of estates, as well as the 
changes therein proposed by the Ad- 
visory Group, requires that an executor 
weigh carefully the federal income tax 
consequences of a contemplated distribu- 
tion of estate assets. Potential executors 
should study the proposals made by the 
Advisory Group and make known in the 
proper places their views in regard to 
their adoption. 


37If the extension of the separate share rule to 
estates is made but no other change in present law 
is operative (for example, if the thirty-six months 
period has ended), the result ought to be the same 
if the separate share is a bequest of a specific sum 
of money because in such case the executo! under 
present law should be able to designate whether his 


of the 
ment 


partial payment is directed at the bequest 
specific sum of money or at the additional p: . 
that is required to be made because of the delay In 
paying the legacy. However, the result sho’ ld be 
different if a pecuniary formula marital deduction 
gift is involved because no part of such p: ment 
is protected by Section 663(a) (1), and thus the 
current year’s distributable net income P' perly 


allocable to the separate marital gift share would 
be deemed to go out first in any distributio! 
38Note 19 supra. 
Scott on Trusts, 2nd Ed., Section 234.1 
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HE NINTH TEXT IN McGraw-HILl’s 

Insurance Series under the editor- 
ship of Ralph H. Blanchard was added 
recently. The book, entitled “Pensions,” 
tout court, is authored by James A. 
Hamilton and Dorrance C. Bronson, 
both qualified actuaries and vice presi- 
dents of The Wyatt Company, a well- 
known firm of consulting actuaries. 

In the Preface the authors express 
ihe hope that the book, which runs to 
410 pages, will be a “definitive text and 
reference” for college students, employ- 
ees of trust and insurance companies, 
pension administrators, and the like. The 
aim is thus similar to that of Dan M. 
McGill’s “Fundamentals of Private Pen- 
sions’ (R. D. Irwin, 1955, 239 pp.). 
However, in size and scope it is more 
akin to Gordon A. Hosking’s “Pension 
Schemes and Retirement Benefits” 
(Sweet & Maxwell, London, 1956, 372 
pp.) which was briefly reviewed in the 
February 1958, issue of this Digest. 

Factually the Hamilton-Bronson text 
is excellent. Both authors had experi- 
ence in life insurance company work 
before joining their consulting firm and, 
while one has conducted courses in 
actuarial mathematics, the other was 
seven years in the Social Security Ad- 
ministration. They thus speak with au- 
thority on most phases of the pension 
field. 

The first five chapters review the place 
of a pension plan in an employee-wel- 
fare program, relate private plans to 
Social Security, describe the various 
types of benefit that are commonly avail- 
able, discuss the basic provisions found 
in a pension plan (eligibility, pension- 
able compensation, etc.), and summar- 
ize the development and present status 
of governmental regulation of pension 


plans.“ In the next four chapters the 
principles and practice of the financing 
of pension systems are expounded. Re- 
Strained cases are made for and against 
Insured and trust-fund financing — the 


latter phrase, consistently used by the 


_—. 


*The text went to press before the 1958 Disclos- 
ure Act became law. 
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authors, being an excellent substitute 
for the less explicit “trusteed,” or the 
cumbrous “trustee-administered,” “self- 


administered,” or “self-insured” termin- 


ology frequently used. 

Chapters 10 through 13 complete the 
technical material with a discussion of 
the actuarial assumptions and methods 
used in “costing” a pension plan. These 
chapters, in the words of the Preface, 
avoid “both the highly technical actu- 
arial aspects . . . and the too-elementary 
approach.” Which is not to say that they 
are easy to read or, once read, to digest. 
They are, in fact, detailed presentations 
for the serious student. 

The last six chapters take up various 
practical aspects of the pension field 
such as union-negotiated plans, widows’ 
benefits, public-employee plans, profit- 
sharing plans, and pension plans in 
Canada. 

This book is obviously going to be 
widely used and quoted during the next 
ten or fifteen years. Nevertheless it is 
not a text that the reviewer would enjoy 
studying. It is Teutonic in its thorough- 
ness, repetitiveness and pedestrian ap- 
proach — though the only German word 
in the book is misspelled! Its rebarba- 
tive prose (“some plans gave way by 
upping the symbolic $100,” “unions 
took a dim view of profit sharing,” to 
quote but two examples) and its “dead- 


pan” attitude — strangely relieved by 
the personal opinions that appear in 
footnotes (e.g., p. 162) — makes one 


long for Dan McGill’s lighter, but less 
authoritative, touch. Another undesir- 
able feature is the occasional appear- 
ance of vague generalities stemming, 
possibly, from the desire to be ultra- 
fair to all parties. Thus, for example, 
the retention by certain “large corpora- 
tions” of their individual-contract pen- 
sion plans is justified by the introduc- 
tion of “bulk method of funding in 
order to effect economies and to over- 
come the failure of this type of arrange- 
ment to meet their particular pension 
problems.” 

We were surprised to find only 


Important New Text-Book on Pensions 


sketchy reference to the so-called “risk” 
of adverse mortality run by the pension 
plans of small (how small?) employers. 
Thus we looked in vain for a statement 
of the fact that, for a given outlay, there 
is an actual stabilizing effect introduced 
by an in-service death benefit. And the 
Treasury's rules on integration with 
social security are given only the barest 


mention. In particular, the “3714% 
rule” with its variations is not discussed 
at all. Finally, there is no Bibliography 


— an important feature in any text- 


book. 


The only exception to non-partisan 
approach of the text is the author’s at- 
titude toward automatic widows’ pen- 
sions, namely the payment of pensions 
to widows of married males dying in 
service or after retirement without any 
corresponding provisions for bachelors 
and females. This type of benefit, the 
authors state, is “not uncommon in 
Great Britain” but is rarely found in the 
U. S. except in public-employee plans. 
The provision of such a benefit “might 
well increase pension costs by some 30 
to 55 per cent, depending on the pen- 
sions granted.” Furthermore, the authors 
dislike the selective principle which dis- 
criminates against unmarried males and 
females. For this reason they much pre- 
fer the uniform benefits of Group Life 
Insurance. 


For once the authors have failed to 
present both sides of the case. To begin 
with, they are wrong in thinking that 
the use of widows’ benefits is very dif- 
ferent in Great Britain and the U.S.A. 
To quote from the British Govern- 
ment Actuary’s “Occupational Pension 


Schemes” (H.M.S.O., 1958, 28 pp.) *: 


“‘Widows’ pensions, whether death 
occurs in service or after retirement, 
are provided for five in every six 
members of schemes for the public 
service and nationalized industries. In 
the majority of private non-insured 
schemes and in almost all insured 
schemes, however, either the benefit 


*Reviewed in this column in June, 1958. 








takes the form of a cash sum or else 
no specific benefit is given.” 


Furthermore, they overlook the pos- 
sibility that some employers may dis- 
like the common practice of providing 
death benefits, in service or after re- 
tirement, that do not meet a specific 
need. Thus the majority of the 15,000 
odd individual-policy insured plans in 
this country provide an in-service death 
benefit equal to 100 times the prospec- 
tive monthly pension, and a post-retire- 
ment death benefit of the continuance 
of the pension for the balance (if any) 
of 120 months after retirement. For ex- 
ample, if the pension benefit is equal 
to 30% of pay in the in-service death 
benefit, payable to female clerks as 
well as to young male married employ- 
ees with several dependent children, 
amounts to two-and-a-half years’ com- 
pensation. The employer may well con- 
sider this an unnecessary expense in the 
case of his bachelor and female employ- 
ees. As to the “discrimination” involved 
in widows’ benefits the employer can 
point to Social Security where much the 
same “selection” exists. 

Lastly, let us examine the cost aspect 
of an automatic widows’ pension of one- 
half the employee’s actual or “accrued” 
pension — the commonest type of bene- 
fit either here or in Europe. It is con- 
venient, and fair, to compare this cost 
with that of a typical insurance-and- 
annuity contract (that of the Connecti- 
cut Mutual). Let us suppose that every 
male employee is earning $10,000 a year 
as he approaches retirement and that 
every female employee receives half that 
amount. The pension at age 65 is 30% 
of pay and the “accrued pension” at 
age 60 is assumed to be 25% of pay. 
The following table compares the as- 
sumed costs of a 50% widow’s pension 
payable from a trust-fund with the “un- 
loaded” cost of the death benefits avail- 
able from an insured plan. At first sight 
the widows’ costs look enormous, but it 
is easily verified that if the female em- 


ployees outnumber the males by about 
three to one the two plans cost about the 
same. If the excess of females at these 
older ages is less, the “net” cost of the 
insured plan — though posisbly not the 
“actual” cost (because of the insurance 
company’s administrative charges) — 
will be less than that of the widows’ 
pension plan. Although these compari- 
sons certainly imply that it may be 
costly to provide automatic widows’ 
pensions, it is submitted that this in- 
crease is far less than Messrs. Hamilton 
and Bronson imply. 


Assumed 
Assumed age percentage Average 
at death (d) of males age of 
or retire- with wives these 
ment (r) living wives 
60 (d) 80% 56 
65 (r) 75 60 


We may conclude, then, that the new 
book on “Pensions” is an excellent work 
of reference, and an uninspiring, but 
factually (almost) complete, text for the 
serious student. It deserves the wide 
acclaim that we know it will receive. 


Special Report on Pensions 


; COOL, FACTUAL TEXT WE HAVE 
just reviewed stands in complete 
contrast to “The Startling Impact of 
Private Pension Funds,” Business Week's 
Special Report of January 31, 1959.* 
The latter represents the professional 
journalist’s account of the growing im- 
portance of pension plans in labor re- 
lations and of their importance in our 
economy. This easy-to-read article would 
form an excellent introduction to the 
subject of pensions and it contains only 
a few statements that need hedging with 
conditional clauses. 

Thus, for example, it is incorrect to 
say baldly that: (1) The Social Security 
Act enabled employers who couldn’t 
previously afford one, to set up a pen- 


*Obtainable as a separate reprint for $1.00 from 
Reprint Dept., Business Week, 330 West 42nd St., 
New York 36, N. Y. 
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sion of $1500 p.a. 





sion plan, (2) A 25-year age minimus 
and two years’ service is necessary “io 
eliminate coverage of employees subject 
to high turnover,” (3) About 70°% of 
the employees “in any employee caie. 
gory” must be covered if Treasury ap. 
proval is to be obtained, and (4) Most 
actuaries use a 214% interest assump. 
tion in their trust-fund valuations. The 
supposed method used by actuaries to 
calculate the costs of a plan is also 
faulty. But, on the whole, we welcome 
this addition to the growing literature 
on pensions. 


Average 3% cost 


Net cost of death benefits 
of widow’s pen- 


under R.I. Endowment 
($3000 p.a. male; 


to a male employee $1500 p.a. female) 


M F 
$20,695 $7,500 $3,750 
6,096 3,250 925 


Old Age Security in Canada 


N DECEMBER LAST THE CANADIAN 

Life Insurance Officers Association 
published a booklet entitled “Old Age 
Security, Survivorship and _ Disability 
Benefits.”* This study was undertaken 
to compare the different social security 
benefit systems presently available in 
the United States and Canada. Surpris- 
ingly, perhaps, the universal Canadian 
benefit of $55 a month to all persons of 
70 or over is found to provide “more 
generous benefits [as a percentage of 
consumer spending] to a greater pro- 
portion of aged benefits than the United 
States program.” 

Another surprising statement is that, 
in Canada, “at least three in four non- 
agricultural workers are employed in 
establishments having pension plans” 
that will, if they complete the age and 
service requirements, eventually cover 
them. This compares with the position 
in Great Britain where “nearly one- 
half of employed men have some pro- 
vision for pensions other than those un- 
der National Insurance”+ and with the 
“about one-quarter of the nation’s work- 
ing force” in the U. S. (Business Week 
Special Report). These figures lead to 
the conclusion that although our own 
pension development has been large and 
rapid, it has been more than matched 
(proportionately) in other countries. 


*Available, on request, from the Association’s 


offices at 302 Bay St., Toronto, Ont. 


+“Occupational Pension Schemes” cited earlier. 


4 2 A 


@ A total of 1,763 pension and profit 
sharing plans were initially qualified for 
tax exemption during the quarter ended 
Sept. 30, 1958. Of these 728 were profit 
sharing arrangements. 
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1959 Calendar 
Trust & Related Meetings 


Apr. 3 — Pennsylvania Trust Confer- 
ence, Harrisburg 

Apr. 27-28 — Indiana Bankers Assn. 
Trust Conference, Indianapolis 

Apr. 29 — Illinois Trust Division Bank- 
ers Assn., Mattoon 

Apr. 30 — Trust Companies Assn. of 
Canada, Toronto 

May 11-12 — N.Y.U. Biennial Confer- 
ence on Charitable Foundations 

May 14-15 — Southern Trust Confer- 
ence, American Bankers Association, 
Birmingham 

May 21-23 — American Safe Devosit As- 
sociation, Pittsburgh 

June 1-5 — American Institute of Bank- 
ing, Philadelphia 

June 8-12 — New York State Bankers 
Assn. Trust Business School, N. Y. U. 
June 8-20 — Graduate School of Bank- 
ing, Rutgers U., New Brunswick, N. J. 
June 14-19 — N. Y. State Bankers Assn.., 
Estate and Trust Administration Sch., 
Rensselaer Polytechnic Institute, Troy 
June 21-26 — Ohio Bankers Association 
Bankers School, Athens 

June 21-26 — Penna. Bankers Assn. 
Trust Training School, Bucknell U., 
Lewisburg 

July 5-18 — School of Financial Public 
Relations, Northwestern U., Chicago 
July 19-Aug. 1 — NABAC School for 
Bank Auditors & Comptrollers, U. of 
Wisconsin, Madison 

July 19-Aug. 1 — Southwestern Grad. 
School of Banking, Southern Methodist 
U., Dallas 

July 27-31 — Life Underwriting School, 
U. of Connecticut, Storrs 

Aug. 9-21 — Colorado School of Bank- 
ing, U. of Colorado, Boulder 
Aug. 9-27 — Illinois Bankers 
Trust Development School, 
western U., Chicago 

Aug. 23-28 — Pennsylvania Bankers As- 
sociation Summer School, Bucknell U., 
Lewisburg 

Aug. 24-28 — American Bar Association, 
Miami Beach 

Aug. 25-29 — Virginia Bankers School, 
U. of Virginia, Charlottesville 

Sept. 8-11 — New Hampshire-Vermont 
Joint School of Banking, U. of Ver- 
mont, Burlington 

Sept. 21-283 — National Association of 
Bank Auditors & Comptrollers, Boston 

Sept. 23-25 — National Association of 
Bank Women, Milwaukee 

Oct. 15-16 — Western Trust Conference, 
American Bankers Association, San 
Francisco 

Oct. 25-28 — American Bankers Asso- 
ciation, Miami Beach 

Nov. 1-5 — Financial Public Relations 
Association, Bal Harbour, Fla. 

Nov. 1-4 — American Bar Association 
Regional, Memphis 

Nov. 5 & 6 — Mid-Continent Trust Con- 
ference, Detroit 


Assn. 
North- 
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Bank Fiduciary Fund 
Elects Officers 


New officers of 
the Bank Fiduciary 
Fund are: Presi- 
dent—Alfred H. 
Hauser, vice presi- 
dent, Chemical 
Corn Exchange 
Bank, New York 
City; Vice Presi- 
dent—George E. 
Raymond, vice president and trust offi- 
cer, National Bank and Trust Co. of 
Norwich; also re-elected Vice President 
—D. Russell Chamberlain, vice presi- 
dent, Central Trust Co. of Rochester and 
Secretary-Treasurer — Charles E. G. 
Lloyd, secretary, Trust Division, New 
York State Bankers Association. 

Organized in 1955 by the New York 
State Bankers Association to provide a 
legal investment medium for trusts, 
estates and guardianships administered 
by New York State banks not operating 
their own common trust funds, this is 
the pioneer mutual trust investment com- 
pany in the field. As of January 31, 
1959, 49 banks held participating shares 
which had at that date a value of 
$109.82 each, compared with $102.72 
one year before. Total asset value of 
the fund at report date was $7,737,000 
and the latest quarterly dividend was 
$1.028 per share. 


ALFRED H. HAUSER 


A a A 


FOURTEEN ADDED TO GSB FACULTY 


@ The fourteen well known members of 
the financial community who have been 
added to the faculty of The Graduate 
School of Banking, include Walter Ken- 
nedy, president of First National Bank, 
Montgomery, Ala., who has been added 
to the School’s trusts major. He is im- 
mediate past president of the A.B.A.’s 
Trust Division. 
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Bank Sets Up New Profit 


Sharing Service 


A new service — The Employee Profit 
Sharing Program Studies — has been 
instituted by the Trust Department of 
Bank of the Southwest to assist business 
owners in setting up formal retirement 
plans or revising existing plans which 
have been “outgrown.” 

Under this new service, a study of 
pertinent factors and conditions is the’ 
preliminary step in planning a com- 
pany’s pension or profit sharing plan, 
or a combination program. The em- 
ployer receives a written recommenda- 
tion along with statistical information 
prepared in the bank’s Data Processing 
Division. 

Details of the Employee Profit Sharing 
Program Studies will be handled by 
James W. Hendrick. 

A A A 
Bank Names Estate Planning 
Contest Winners 


The Trust Department of the Lincoln 
Rochester (N. Y.) Trust Co. recently 
announced the winners in its first con- 
test for excellence in estate planning 
conducted at the Law School of Cornell 
University. They are Joseph Bugliari and 
Alan Smith, both of Ithaca. The bank 
presented them each a five-volume set of 
“Scott on Trusts.” 

The contest was open to all members 
of Cornell Law School’s Estate Planning 
Class, taught by Professor Joseph T. 
Sneed. One master problem was formu- 
lated by the Law School faculty and pre- 
sented to eleven teams of two men each. 
The problem involved such aspects of 
estate planning as corporate reorganiza- 
tion, stock options and deferred com- 
pensation plans. 

Lincoln Rochester plans to make this 
contest an annual activity at the Law 
School. 
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Roy O. West, Secretary of the In- 
terior in the Coolidge Cabinet, left his 
estate, estimated at more than $1 mil- 
lion, to his son and daughter, with 
pecuniary legacies to two grandchildren 
and other relatives and employees, He 
also made a gift of $1,000 to DePauw 
University for furnishings in the Li- 
brary Building bearing his name. He ap- 
pointed Continental [Illinois National 
Bank and Trust Co. of Chicago as ex- 
ecutor. 


HENRY KRUMB, noted consultant min- 
ing engineer and a former trustee of 
Columbia University, left the greater 
part of his estate, estimated at several 
millions, to the University, for its 
Schools of Engineering and Mining, of 
which Mr. Krumb was a graduate. Un- 
der his will, $25,000 was directed to be 
paid to Mrs. Krumb immediately after 
his death. She also is to receive owner- 
ship of their Park Avenue apartment, all 
tangible personal property and the life- 
time income from a trust equal to one- 
half the net estate or $1 million, which- 
ever is greater. Legacies to a cook and 
maid are to be paid out of this trust, 
and on Mrs. Krumb’s death the remain- 
der is to be divided into two parts. One 
of these is subject to her power of ap- 




















pointment to a charitable or educational 
corporation “no substantial part of the 
activities of which is carrying on propa- 
ganda or otherwise attempting to influ- 
ence legislation.” The rest of the trust 
principal is to be added to the residuary 
estate. 

Legacies amounting to $285,000 are 
provided for 16 charities; and two rela- 
tives are to receive cash gifts, one of 
these, in the sum of $100,000, is directed 
to be paid in two parts, one-third out- 
right and the balance in trust with in- 
come payable quarterly until five years 
after Mr. Krumb’s death, when one-half 
the trust principal is to be distributed, 
and the remainder at the expiration of 
ten years after the testator’s death. Any 
unpaid notes of his friends are to be 
cancelled; and $1500 is left to three 
friends with the expressed wish that 
“they will use this money to carry on 
so long as it lasts the parties which I 
have been in the habit of giving in re- 
cent years to the employees of New- 
mont Mining Corporation,” of which Mr. 
Krumb was a director. 

Columbia University is to receive 
$500,000 for the establishment of the 
“Krumb Chair of Mining,’ and $100,000 
for addition to the “Henry Krumb Min- 
ing & Metallurgical Scholarship Fund,” 
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which Mr. Krumb established in 1945, 
The University is to receive the residy. 
ary estate, on the conditions, among 
others, that one-half be used for a ney 
Engineering Building, and the income 
from the trust of the other half be use 
for improving the School of Mines “ty 
make it one of the most efficient, bes; 
known and largest schools of its king 
in the world, with reputation second t 
none.” 


Bankers Trust Co. of New York wa; 
named co-trustee with Mrs. Krumb and 
friend. She and another friend are the 
executors, 


The will of VINCENT ASTOR was of. 
fered for probate and temporary letter; 
of administration were granted the day 
following death, in order to make funds 
available for the continued operation of 
the St. Regis Hotel in New York. Title 
to the hotel was in Mr. Astor’s indi- 
vidual name, as were all its bank ac. 
counts and licenses for the restaurant 
and cabaret. By filing a $5 million dollar 
bond, the executors — two individuals 
— immediately qualified and prevented 
the closing of the hotel. 

At the age of 20, Vincent Astor in- 
herited $75 million from his father, John 
Jacob Astor. It is understood that the 
estate was considerably more than that 
sum at the time of death. The bulk of 
it, including $2 million in cash and 
property in Arizona, Maine and New 
York, was left to the widow. Bequests 
totaling $827,000 were made to 25 other 
legatees, and the Vincent Astor Foun- 
dation will receive the residuary estate, 
plus the principal of a trust fund for 
Mrs. Astor, following her death. 


A AA 


1958 FPRA YEARBOOK PUBLISHED 


The 666-page yearbook just published 
by the Financial Public Relations Asso- 
ciation — entitled FPRA 1958 Yearbook 
— contains the proceedings of the Asso- 
cation’s convention last fall, as well as 
the studies made by the Research Com- 
mittee. 


Section I, devoted to the Convention in 
Philadelphia, contains highlights from 
the general sessions. An excellent pre- 
sentation on life insurance trusts with 
pour-over wills is featured in the trust 
development chapter. Also of particular 
value in this chapter is a discussion of 
welfare funds as a source of business. 

Section II contains studies of the As- 
sociation’s Research Committee dealing 
with advertising, automation, automatic 
savings plans, and the role of women in 
banking. 

Copies of the book have been dis- 
tributed to all FPRA members. Others 
may purchase the book from the Finan- 
cial Public Relations Association, 231 
So. La Salle Street, Chicago 4, Ill. The 
price is $10.00. 
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ESTATE TAX 





Life estate with limited power of in- 
yassion does not qualify for marital de- 
duction. Decedent provided that his resi- 
duary estate be held in trust and net in- 
cme therefrom be paid to his widow, 
with remainder to his children. Trustees 
wre authorized to pay widow as much 
ofcorpus as she should direct, should she 
dem it necessary or expedient for her 
maintenance, support and comfort. Com- 
missioner denied marital deduction for 
life estate on ground that she did not 
pissess power to appoint corpus free of 
tust, since her power was not un- 
limited one to invade corpus. 

















HELD: For Commissioner. Direction 
tymake payments for maintenance, com- 
ft and support furnishes fixed stand- 
ad. It means kind of living to which 
widow was accustomed. Thus, power was 
limited one and would not extend to ap- 
pintment of corpus free of trust, which 
isrequired to qualify interest for marital 
deduction. Est. of E. W. Noble v. Comm., 
31 T.C. No. 86, Jan. 28, 1959. 
















Widow’s allowance and the marital 
deduction. Under State court order of 
Michigan, widow was granted allowance 
of $10,000 per year at rate of $833.33 
bt month for her support and main- 
tmance. Executors paid widow this 
amount and claimed marital deduction. 
Commissioner disallowed deduction on 
ground interest was terminable, since 
there could be failure of event or con- 
tigeney to occur, such as state court’s 
filure to make necessary order, and 
there could be occurrence of event or con- 
tgeney upon which interest passing 
Would terminate, such as widow’s death 
remarriage. Tax Court denied marital 
deduction, holding that widow’s allowance 
did not constitute “property passing from 
& decedent.” Circuit Court of Appeals 
ied that interest was “interest passing 


ftom decedent,” and issued a mandate to 
Tax Court. 























HELD: Allowance did not constitute 
’minable interest and qualified for 
marital deduction. Lump sum payment 
inder applicable state law did not ter- 
Tnate upon death or remarriage of 
“dow prior to its payment. Further- 
hore, necessity of invoking proper legal 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


procedures and obtaining court order for 
enforcement of right is not contingency 
to existence of right. Nevertheless, Tax 
Court did not alter its original position 
that widow’s allowance did not consti- 
tute “property passing from the de- 
cedent” and therefore did not qualify for 
marital deduction. Est. of P. D. Rensen- 
house, 31 T.C. No. 81, Jan. 23, 1959. 


Dividends declared before but payable 
to stockholders of record after decedent’s 
death not includible in estate. At time of 
his death, on May 17, 1950, decedent was 
owner of certain stock on which divi- 
dends had been declared on April 25 
and May 12. Ex-dividend dates were 
May 17 and May 16, respectively. They 
were payable to stockholders of record 
on May 19, and dates of payment were 
June 10 and June 30, respectively. Com- 
missioner included dividends in dece- 
dent’s estate on ground that ex-dividend 
dates were on or prior to decedent’s 
death. Estate paid deficiency and sued 
for refund. 

HELD: For estate. Record date is 
controlling. Since decedent was not liv- 
ing on ady on which persons entitled to 
dividends were determined, dividends are 
not includible in gross estate. Provident 
Tr. Co. v. U. S., D. C. E. D. Pa., Feb. 3, 
1959. (But see Regs. 20.2031-2(j). 


Marital deduction allowed for property 
passing by operation of law. Decedent 
and his wife owned certain real estate 
as tenants by the entireties. Both had 
child born of previous marriage. Joint 
and mutual wills executed by each of 
them provided that survivor should exe- 
cute deed to deceased person’s child for 
undivided one-half of real estate. In ad- 
dition, wills provided that upon death of 
survivor, his or her child should become 
owner of remaining one-half interest. 
Commissioner denied marital deduction 
claimed for real estate on ground that 
survivor’s interest in realty was termin- 
able, in view of restrictions which were 
imposed upon its disposition. 

HELD: For estate. Legal title to real 
estate vested absolutely in widow by 
operation of law. Title was not affected 
by will provisions. Wife received com- 
plete title and ownership of realty by 
operation of law, and such interest qual- 








ifies for marital deduction. L. Schild- 
meier v. U. S., D. C. S. D. Ind., Jan. 2, 
1959. 


Contingent charitable remainder not 
deductible. Decedent left residuary estate 
in trust to pay income for life to two 
adult children, and thereafter trust was 
to continue for purpose of providing 
funds for local church properties. Dis- 
bursements were to be made from corpus 
but were restricted to not more than 
25% of cost of each church property. 
Some quarter of million dollars was 
available from estate corpus, meaning in 
effect that approximately three quarters 
of million dollars would be required from 
charities. Commissioner disallowed chari- 
table deduction claimed for bequest. 


HELD: For Commissioner, Possibility 
that charity would not meet condition of 
providing three quarters of million dol- 
lars was not so remote as to be negli- 
gible. Moreover, no time limit was speci- 
fied within which charity must fulfill 
condition, and possibility existed that 
rule against perpetuities would thus be 
violated. Charitable bequest was, there- 
fore, uncertain and not allowable. Est. 
of John C. Polster v. Comm., 31 T.C. 
No. 85, Jan. 28, 1959. 


GIFT TAX 


Trustee liable as transferee for gift tax 
liability. Gift tax deficiency was deter- 
mined against donors, but statute of 
limitations barred collection. Commis- 
sioner then asserted transferee liability 
against trustees. Deficiency was not at- 
tributable to specific property trans- 
ferred to trustees. However, deficiency 
was less than value of property trustees 
had received. Trustees contended that 
transferee liability was improperly as- 
serted. 


HELD: For Commissioner, To main- 
tain action against transferee it is not 
necessary that there be assertion of de- 
ficiency against donor. Fact that lia- 
bility arises from gift to another donee 
is immaterial, since statute makes each 
donee liable to extent of his gift for 
unpaid tax on all gifts made by donor 
during same calendar year. La Fortune 
v. Comm., 10th Cir., Dec. 15, 1958. 
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INCOME TAX 


Payments from testamentary trust pur- 
suant to pre-nuptial agreement taxable 
to widow. Pursuant to pre-nuptial agree- 
ment, decedent created testamentary 
trust to provide for $5,000 annual pay- 
ments to widow. Agreement was later 
modified by settlement agreement en- 
tered into after husband’s death. State 
court held that payments were charge 
against entire trust estate and “payable 
from principal,” if required. Commis- 
sioner determined payments to widow 
represented taxable income to extent 
they were paid out of income of trust 
estate. 


HELD: For Commissioner. State court 
determination did not hold that trustee 
could not make payments in part or in 
whole from income. Those payments 
made from trust income are taxable to 
widow. K. Offutt v. Comm., T. C. Memo. 
1959-27, Feb. 11, 1959. 


Undistributed income of family trust 
taxed to beneficiaries. Mother created 
three limited-partner trusts for her three 
children out of her interest in partner- 
ship. Trusts were very loosely managed 
as independent entities. Each child was 
trustee of others’ trust. No books were 
kept. No income was collected by trus- 
tees annually. At end of five year period 
when income was required to be paid 
over to trustee beneficiaries, none was 
paid to either trustees or beneficiaries. 
Commissioner charged undistributed in- 
come to beneficiaries. 

HELD: For Commissioner. Trusts did 
not operate as independent entities. 
Beneficiaries had unlimited control over 
trusts. Beneficiaries are, therefore, tax- 
able on undistributed income. L. F. 
Kantor, et al., v. U. S., 9th Cir., Jan. 
6, 1959. 


Distribution cf retirement income life 
insurance policy taxable to recipient. 
Trustees of company’s exempt noncon- 
tributory pension plan transferred re- 
tirement income life insurance policy to 
president, participant under plan. Presi- 
dent made loan against policy and de- 
posited proceeds to account of corpora- 
tion. Amount was never repaid. Com- 
missioner determined that cash surrender 
value of policy represented distribution 
from trust and constituted ordinary in- 
come to president. 

HELD: For Commissioner. Upon 
transfer of policy taxpayer-president re- 
ceived complete ownership of policy in- 
cluding right to withdraw its cash sur- 
render value, or continue it in force and 
borrow against it. Acquisition of policy 
was taxable event. J. F. Lawinger v. 
Comm., 31 T. C. No. 91, Jan. 30, 1959. 


REVENUE RULINGS 


Estate Tax: Administration expenses 
attributable to earning tax-exempt in- 
come deductible for Federal estate tax 





purposes. Decedent’s estate received ap, 





proximately $200,000 of which 25.0 

was derived from interest on municipal 

bonds. Such interest is exempt from jp. 

come tax. During this period est.::te ey. 

penses amounted to $50,000 for atto. 

neys’ fees and $30,000 for miscel' ineoys 

administration expenses. E 
Service rules that amount of expense; Me 


deductible for income tax purposes js 
limited to that portion of such expensg 
which is attributable to includible grog 
income. Since one-eighth of such incom 


is tax-exempt, like proportion of e. Corpor: 
penses, or $10,000, is not deductible fof ROBE 
income tax purposes. Such amount, hov. ‘ai, 
ever, is allowable as deduction fron 
gross estate in computing estate taxe; The v 
Rev. Rul. 59-32, I.R.B. 1959-4, p. 17. “Paper'v 
called t 
Income Tax: Tax consequences offgto the | 


transfer of securities which have appre. though 
ciated in value to trust to discharge ali. manage 
mony. Pursuant to separation agree.fMfies ant 
ment, husband transferred stock which|with b 
had appreciated in value to trust to make notes, t 


payments to his former wife. ords of 
Service rules that where husband's regulate 
obligation to wife ceases upon his trans. Wéll as 
fer of securities to trust, and wife there. Mj governr 
after receives only trust income, suchfg Various 
transfer represents discharge of fixedjtime th 
obligation. Use of appreciated property a arr 
to discharge money obligation consti-(§ ofthe E 
tutes taxable event, resulting in tax.gthe Ve 
able income to transferor to extent off teal i 
appreciation. Where trust merely serves 
as conduit, however, by which husband 1959 
makes specified payments to wife, and —_ 
payments to trust do not discharge any§ pop) 
obligation, appreciation in value of stoci Servic 
is not income to transferor. Rev. Rul. pee 
59-47, IL.R.B. 1959-6, p. 10. 
As ii 
SPECIAL RULING wi Ay 
swers ¢ 


Gift Tax: Date of gift of stock is date§nuity 2 
stock transferred on corporation books tains ¢ 


Donor instructed his broker to transfer § come, 
certain shares from his margin accoun! §trusts 
to donee and to inform donee of gift. §The 19 


Service rules that date of gift is dateffto be f. 
stock is transferred on corporation's fiect cc 
books. Broker would be acting as agen! court d 
of donor in conveying instructions to cor §rgulat 
poration. Spec. Rul., Dec. 1958. 


TECHNICAL INFORMATION 


H 
RELEASE _ 
’ Aus’ 
Taxation of corpus of charitable trus! Febri 
returned to grantor. U. S. Court 0 The 


Claims in Perry v. U. S., 160 Fed. Supp premne 


270, held that repayment to grantor 0! (omer 
trust corpus of charitable trust, vise 
condition of trust was not met, const! # wi 
tuted return of capital and not taxable tive 
income. vivos ; 

Service has announced that it will not nein 
follow Perry decision but will conside! and in 
recoveries of previously deducted item than: 


as taxable income in year of recovery— 
to extent tax benefit was realized from Por: 
deduction. T.I.R. No. 128, Feb. 2. 1959. B®" s 
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Booxks* 


Corporate Records Retention, Vol. I 


ROBERT B. WHEELAN. Controllership Foun- 
dation, Inc., 2 Park Avenue, New York 16 
(221 pp., $10.) 


The work of the Hoover Commission’s 
“Paperwork Management Task Force” 
called the attention of all business men 
to the great waste of time and money 
though faulty and cumbersome records 
management. This book codifies, classi- 
fes and analyzes, in paragraph form, 
wih bold face headings and margin 
notes, the periods of retention for rec- 
ods of banks and many other businesses 
regulated by Federal and local laws, as 
well as rules and regulations of federal 
gvernment agencies with respect to 
various taxes. The varying lengths of 
time that banking records must be kept 
are arranged alphabetically, from those 
of the Bureau of the Public Debt through 
the Veterans Administration. The ma- 
terial is well organized and indexed, 


159 R & R Tax Handbook 


EDWIN H. WHITE, J. B. WELCHONS and 
ROBERT H. CHRISTY, Research & Review 
Service of America, Inc., 123 W. North St., 
Indianapolis 9, Ind. (228 pp., single copy 
$1.85, quantity discounts) 

As in previous years, this handbook 
isa compilation of questions and an- 
swers on the taxation of insurance, an- 
nuity and endowment contracts. It con- 
tains tax tables covering Federal in- 
come, estate and gift taxes, pension 
tusts and corporations, and an index. 
The 1958 amendments to the tax law are 
tobe found here, as they affect the sub- 
ject considered, as well as_ pertinent 
court decisions and Treasury rulings and 
regulations. 


ARTICLES 


Hanson v. Deckla 


AUSTIN W. SCOTT. Harvard Law Review, 
February, 1959 (Cambridge, Mass., $1.50) 


The recent decision of the U.S. Su- 
Court in the above entitled case 
(reported in T&E, Aug. 58, p. 767) 
Ponts up the question whether and un- 
der what circumstances the disposition 
perty through a revocable inter 
trust, where the settlor has re- 
powers of control, is testamentary 
invalid for failure to comply with 
irements for a will. 


ra review of Hamilton & Bronson’s ‘“Pen- 
€ p. 277, 


1959 


In this case a Florida court held that 
the settlor’s exercise of a reserved power 
of appointment under an_ intervivos 
trust was not valid because testamentary 
and not executed with the formalities 
required for a will. Jurisdiction was 
based upon the settlor’s domicile in 
Florida at the time of the exercise of 
the power and at the time of her death, 
as well as the presence in Florida of 
some of the trust beneficiaries. In Dela- 
ware, meanwhile, the validity of the 
same trust was being tested at the suit 
of a legatee. One of the contentions ad- 
vanced in this suit was that the Florida 
judgment was binding on the Delaware 
court, but the latter declared that Dela- 
ware law applied, under which the trust 
and the exercise of the power thereun- 
der reserved were both valid, viz. that 
they were not testamentary dispositions, 
and that the Florida judgment was not 
binding on a Delaware court because 
Florida lacked jurisdiction to determine 
questions affecting the trust. On certi- 
orari, the Supreme Court upheld the 
Delaware decision and reversed the 
Florida judgment. Among the factors 
considered were: the creation of the 
trust in Delaware and its administra- 
tion in that state by a Delaware trustee, 
and the location of all the trust assets 
in Delaware. 


Professor Scott expresses agreement 
with the result of the case, by which 
the Supreme Court limits the doctrine 
that contacts with a state permit the 
exercise of jurisdiction. In his discus- 
sion of this doctrine he explores the con- 
stitutional questions of due process, full 
faith and credit; and their application 
in many cases involving the validity of 
inter vivos trusts. 


Life Insurance in Estate Planning 


MELVYN JAY HUBER. The Practical Law- 
yer, January, 1959 (133 S. 36th St., Philadel- 
phia 4; $2.) 

The planning of income from life in- 
surance through the use of combinations 
of settlement options is one of the sub- 
jects explained in this article, written for 
the practicing lawyer. The author also 
discusses the coordination of life insur- 
ance income with other property; the 
advantages of trusts as compared to 
those of settlement options; provisions 
for minors, for estate liquidity, and for 
business purchase. 


Selected Problems in Multistate 


Taxation 

MAURICE SS. CULP. Iowa Law Review, Win- 

ter, 1959 (Iowa City; $2.) 

Conflicting state death tax claims may 
now be arbitrated in six states which 
have adopted the “Uniform Act on In- 
terstate Compromise and Arbitration of 
Death Taxes.” In 21 other states special 
statutes, usually reciprocal, have been 
adopted to authorize such compromise. 


Professor Culp analyses these statutes 
and the cases which arise, both actual 
and hypothetical, where two or more 
states seek to levy inheritance taxes on 
the same estate. He then considers situ- 
ations involving the levying of income 
taxes on the wages or salaries received 
by non-residents for work or services 
performed in the taxing state, and the 
intricate problems of allocating income 
and deductions where personal or pro- 
fessional services are rendered in two or 
more states. 


A further problem derives from state 
laws which seek to tax a foreign corpora- 
tion or non-resident individual on in- 
come received from property located 
within the taxing state. The author ex- 
plores these circumstances and also cases 
where a franchise tax is imposed on a 
foreign corporation which has qualified 
to “do business” but which actually has 
not transacted any business in the tax- 
ing state. Cases involving the use tax 
are also summarized. 


Principles and Policies Applicable to 
Direction Trusts 
W. T. WINDLE, Jr. The Trust Bulletin, Feb- 


ruary, 1959 (12 East 36th St., New York 16, 
$.50) 


The prudent trustman frequently faces 
a dilemna in the administrative and in- 
vestment functions of a direction trust. 
Although he is under a duty to follow 
directions, he also has a duty to act 
prudently in his fiduciary capacity. The 
principles applicable to two basic types 
of control powers are outlined by Mr. 
Windle, Assistant Investments Officer of 
Girard Trust Corn Exchange Bank, to- 
gether with the rights and obligations 
of both the holder of the direction power 
and of the trustee. The author then sets 
out suggested procedures for the trust- 
man, noting incidentally that the prob- 
lems involve a large element of public 
relations. 


Tort Liability of the Trustee of a 
Charitable Trust: A Qualified Im- 
munity 
Virginia Law Review, December, 1958 (Char- 
lottesville, $2). 

The traditional interest of the courts 
in the protection of the trust res has 
led to the denial of compensation to 
many an injured plaintiff. Where the 
trustee is guilty of personal misfeasance, 
his liability poses no threat to the 
corpus of the trust. In cases of the 
trustee’s absolute liability, where the 
trustee has the right of indemnification, 
immunity may be granted in order to 
save the trust res. This note reviews 
the cases, and proposes as a solution the 
use of liability insurance as a means of 
giving adequate protection to the trust 
and at the same time permitting plain- 
tiff’s recovery. 
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TRUST PERSONNEL CHANGES 


(5 stars indicate election of trustman to key managerial position) 


ALABAMA 


MOBILE—M. B, Slaughter, head of the trust department of 
MERCHANTS NATIONAL BANK since 1930, promoted to senior 
vice president; Harry A. Dinham to trust investment officer ; 
and William E. Buckley, Jr., to asst. trust officer. 
MONTGOMERY—At UNION BANK & TRUST Co., C. Rees 
Jenkins elected trust officer in the bank’s expanding trust 
department, which will be located in new quarters now being 
remodeled for this purpose. Jenkins has been with Citizens & 
Southern National Bank of South Carolina, at Columbia, late- 
ly as trust officer. 


ARIZONA 


TUCSON—SovUTHERN ARIZONA BANK & TRUST Co. named 
Ben Storek an asst. trust officer. 


ARKANSAS 


EL DORADO—NATIONAL BANK OF COMMERCE appointed 
Heard Williams as vice president and trust officer, and James 
D. Cook asst. trust officer. The bank received trust powers 
last September. 

MAGNOLIA—Homer F. Greer, Jr., promoted to trust officer 
at the First NATIONAL BANK. 


CALIFORNIA 


ORANGE—James Beam promoted to asst. trust officer at 
First NATIONAL BANK. 


PASADENA—William Hart advanced to vice president and 
trust officer at CITIZENS COMMERCIAL TRUST & SAVINGS BANK. 


SAN DIEGO—At First NATIONAL TrusT & SAVINGS BANK, 
LeRoy W. Knutson promoted to asst. cashier; H. Richard 
Slaten to asst. trust officer; and Philip P. Martin to asst. 
cashier and asst. trust officer. 

SAN FRANCISCO—John Lumis elected a trust officer, 
BANK OF AMERICA, N.T. & S.A. 

SAN FRANCISCO — Edward D. Bodman appointed asst. 
trust investment officer at CROCKER-ANGLO NATIONAL BANK. 
A graduate of Phillips Exeter Academy and Harvard, Bod- 
man did graduate work at Columbia U. School of Business 
Administration and had eight years of investment counsel- 
ing experience in New York before joining Crocker last year. 
SANTA BARBARA—Donald R. Bennett elected asst. trust 


officer, and Berton Goble a trust officer, at COUNTY NATIONAL 
BANK & TRusT Co. 


CONNECTICUT 


MERIDEN—At HoME NATIONAL BANK & Trust Co., John J. 
Rogers named trust officer, having formerly been an asst. 
trust officer at First TRENTON (N. J.) NATIONAL BANK. 
NEW HAVEN—Morgan P. Hatch elected asst. trust officer 
at SECOND NATIONAL BANK, in the investment section of the 
trust department. 


STAMFORD—Mary C. Lemon and Robert A. Jansen ap- 


EDWARD D. BODMAN CaRL H. BRUNS CLAUDE F. SHUCHTER 


San Francisco Miami Buffalo 
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BANK. 
pointed associate trust officers at FAIRFILED COUNTY Trus 
Co.; Malcolm MacCallum named estate planning officer: Roh 
ert J. Bromfield and William B. Ryan, asst. trust officers. LOUIS" 
at LIBEI 
DELAWARE LOUIS" 
WILMINGTON—At BANK OF DELAWARE, George E. Dutton Thomas 
Jr., trust officer, elected asst. vice president. ficer; J 
FLORIDA 
ST. PETERSBURG—Robert W. Cohoe elevated to vice presi EX 
dent and senior trust officer at UNION TRUST Co. Hinson 
MIAMI—Car] H. Bruns, trust officer of First Nationa; oe 4 
BANK since 1957, also elected a vice president, and Craig V. a 
Rosemond named trust investment officer. 
T ¢ 
GEORGIA oe 
to trus 
ROME—NATIONAL City BANK elected W. T. Maddox exec. lee 
tive vice president and Lloyd L. Summer, Jr., vice president, 
ea PORT L 
Formerly a practicing attorney, Maddox became a trust officer Willis I 
of National City in 1951; Summer joined the bank in 1954, sal me 
and in 1955 became asst. trust officer. ; 
HAWAII RALTI 
HONOLULU—Carter Galt retired as vice president and sec-M an asst 
retary of HAWAIIAN TRUST Co. 
ILLINOIS MINN] 
CHICAGO—EXcHANGE NATIONAL BANK appointed Richarij ‘eived t 
Weinstein asst. trust officer. an asst 






CHICAGO—John A. Kapel promoted to asst. trust officer of 
LA SALLE NATIONAL BANK, with duties in pension and profit 
sharing, personal trusts and estate planning. 
CHICAGO—Joseph F. Sheen, Jr., promoted to asst. trust of- 
ficer of LivE STocK NATIONAL BANK. 

LAKE FOREST—John F. Kennedy joined First NATIONAL 
BANK as asst. trust officer. Kennedy comes from the trus 
department of First NATIONAL BANK of Chicago. 










INDIANA 


GARY—Promoted to trust officers at GARY NATIONAL BANK 
were Charles A. Ruckman, Mary L. Jessee and William F. 
Martin. 

INDIANAPOLIS—AMERICAN FLETCHER NATIONAL BANK & 
TRusT Co. advanced William F. Elliott, Burke Nicholas ani 
Edward C. McKinney each to vice president and trust officer. 











IOWA 
CLINTON—Fred W. Stampe promoted to cashier and trus 


officer, and A. W. Poffenberger made asst. trust officer a 
CLINTON NATIONAL BANK. 











KANSAS 


KANSAS CITY—Thomas C. Hurst advanced to vice presi 
dent and trust officer of COMMERCIAL NATIONAL BANK. 
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paoLA—Alfred E. Rockers resigned as cashier and trust 
oficer of MIAMI CouUNTY NATIONAL BANK. 

10PEKA—Everett O. Royer promoted to asst. trust officer 
in the property management division of First NATIONAL 
BANK. 


KENTUCKY 


LOUISVILLE—Donald F. Connor elected asst. trust officer 
at LIBERTY NATIONAL BANK & TRUST Co. 

LOUISVILLE—At CITIZENS FIDELITY BANK & TRUST Co. 
Thomas Pardue, Jr., advanced to asst. trust investment of- 
fer; John S. Hancock to asst. trust officer. 


LOUISIANA 


ALEXANDRIA—RaApPIDES BANK & TRusT Co. named Ear] B. 
Hinson a trust officer. A graduate of U. of Houston, Hinson 
was formerly asst. trust officer at National Bank of Com- 
merce, Houston, Texas. 


MAINE 


AUGUSTA—DEposiTors Trust Co. advanced Leslie F. Colfer 
to trust officer, and appointed Philip E. Tribou asst. trust 


“BH officer. 


PORTLAND—First PorRTLAND NATIONAL BANK elected H. 
Willis Day, Jr., a trust officer, and Wallace G. Soule, Jr., an 
ast. trust officer. 

MARYLAND 
BALTIMORE—UNION TRUST Co. named Floyd W. Bousman 
an asst. trust officer, 

MINNESOTA 
MINNEAPOLIS—FIDELITy BANK & TrusT Co. which re- 


ST. PAUL—Joseph L. LaRocco, formerly asst. trust officer 
in estate analysis and planning division of the trust depart- 
ment of First NATIONAL BANK of Chicago, joined AMERICAN 
NATIONAL BANK as trust officer. 


MISSISSIPPI 


GREENVILLE—Arch F. Toler elected president and trust 
officer of GREENVILLE BANK & Trust Co. He has been execu- 
tive vice president for the past 13 years, which post now is 
held by Wade C. Barton. 


MISSOURI 


KANSAS CITY—William L. Atwood advanced from asst. 
trust officer to asst. vice president at FIRST NATIONAL BANK, 
and Robert J. Wharton elected asst. trust officer. 

KANSAS CITY—Neal O’Connor, auditor, named trust officer 
of TRADERS NATIONAL BANK. 

MOBERLY—Ben L. Mohney elevated to presidency of CiTy 
BANK & TrRusT Co. and continues as trust officer and a di- 
rector; Lois I. Polly named secretary of the board and con- 
tinues as asst. vice president and asst. trust officer. 


SPRINGFIELD—Doyle M. Weathers promoted to asst. trust 
officer, UNION NATIONAL BANK. 


TRENTON—A. Haynes Drummond promoted to vice presi- 
dent and trust officer at TRENTON TrusT Co. 


NEBRASKA 


OMAHA—Thomas N. Moore made trust officer of OMAHA 
NATIONAL BANK. He is a Creighton U, Law School graduate. 


NEW HAMPSIRE 


PETERBOROUGH—First NATIONAL BANK elected Leroy A. 
Pettee as cashier and trust officer. 
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NEW JERSEY 
FLEMINGTON—William J. Kinnamon, executive vice presi- 
dent and trust officer of HUNTERDON COUNTY NATIONAL BANK, 
elected president succeeding the late George K. Large; George 
W. Founts, vice president and asst. trust officer, named ex- 
ecutive vice presidents to replace Mr. Kinnamon. 


GLEN RIDGE—Thomas H. B. Booth, vice president and 
trust officer, advanced to president of GLEN RIDGE TRUsT Co. 
succeeding Frank D. Brewer, who continues as chairman. 


MAPLEWOOD—W. Erskine Runcie advanced to vice presi- 
dent and trust officer of MAPLEWoop BANK & TRusT Co. 


NEWARK—BANK OF COMMERCE elected Charles W. Hendry 
as trust officer. 


RIVERSIDE—RIVERSIDE TRUST Co. elected Stewart S. Brush 
a vice president and trust officer. 


PENN’S GROVE—Marvin G. Turner named cashier and 
asst. trust officer at PENN’S GROVE NATIONAL BANK & TRUST 
Co. 


NEW YORK 


BUFFALO—Claude F. Shuchter named vice president in 
charge of the trust department of MANUFACTURERS & TRAD- 
ERS TRUST Co. succeeding Samuel G. Easterbrook, retiring 
from that position this year. Shuchter was formerly secretary 
of UNITED STATES TRUST Co. of New York, where he was ac- 
tive in investment and business development phases of oper- 
ation. Shuchter is a graduate of Dartmouth and New York 
U. Graduate School of Business. 

Henry S. Bradley elected vice president and assistant to 
the president, formerly having been a vice president in the 
trust and business extension divisions. 

GLENS FALLS—G. Nelson Lowe elected asst. trust officer 
of First NATIONAL BANK. 

MOUNT VERNON—F rst NATIONAL BANK elected as direc- 
tors: Harold A. Reitz, executive vice president and James E. 
Courtney, vice president, cashier and asst. trust officer. 
NEW YORK—BANKERsS TrRusT Co. named George Kadel of 
the pension division an asst. vice president. A graduate of 
Yale, Kadel has been doing pension work since joining Bank- 
ers in 1951. 

NEW YORK—Stanley van den Heuvel appointed secretary 
of THE HANOVER BANK, succeeding Dwight A. Horne, elected 
a vice president in the foreign division. Joining the bank in 
1955 as a trust representative, van den Heuvel was appointed 
asst. vice president in the personal trust division in 1956 and 
assigned to the Chrysler office. 

UTICA—At MARINE Trust Co. oF MOHAWK VALLEY, Harold 
J. Moore named asst. vice president. He was formerly assis- 
tant treasurer in the investment and trust divisions. 


NORTH CAROLINA 
ASHEVILLE—At First UNION NATIONAL BANK, William J. 
Reese, Jr., advanced to asst. trust officer and asst. secretary. 
Prior to joining the bank in 1957, Reese was with the In- 
heritance Tax Division of the State Revenue Department. 
CHARLOTTE—J,. W. Barnette, Jr., named asst. trust officer 
and assistant secretary at WACHOVIA BANK & TrusT Co. 
DURHAM—DvurHAM BANK & Trust Co. named Kinchen 
Coffield Knight a trust assistant in tax accounting. 
GASTONIA—At NATIONAL BANK OF COMMERCE, Calvin G. 
Greear, vice president and trust officer, named to the board, 
and Peter Woods Garland elected to the newly created post 
of asst. trust officer. 
GREENSBORO—A. Harrell Pope promoted to vice president 
and trust officer of SEcuRITY NATIONAL BANK. 
ROCKY MOUNT—Robert C. Rogers elected asst. trust officer 
of PLANTERS NATIONAL BANK replacing George A. Hux, who 
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retired to enter law practice. Rogers was previous: 
Union Carbide Company at Niagara Falls, and is a ¢ 
of Wake Forest U. 

SMITHFIELD—W. A. Knott and W. A. Bason adv: 
trust officers at First-CITIZENS BANK & TRusT Co. 


WADESBORO—First NATIONAL BANK elevated John K, 
son to asst. vice president and asst. trust officer. 


OHIO 
CANTON—James W. Kasner elected trust officer ai 
NATIONAL BANK, 
CINCINNATI—Charles A. Hormberg, Chase College of Lay 
graduate, elected asst. trust officer at FirrH THIRD Unioy 
Trust Co.; August J. Bick, senior vice president, retired. 
CINCINNATI—Leland G. Butler became a trust officer a 
NoRTH SIDE BANK & TRustT Co. 


CINCINNATI—PROVIDENT BANK elected Melvin J. Strobl ay 
asst. vice president and trust officer; John P. Brockman , 
trust officer; and Robert F. Huser an asst. trust officer. 
CLEVELAND—J. R. Fuller, Jr., and P. M. Young appointed 
trust officers of CENTRAL NATIONAL BANK. 


NORWOOD—Harold F. Funk promoted to vice president and 
trust officer of NoRwoop-HypDE PARK BANK & Trust Co, 

EAST LIVERPOOL—Robert H. Wilson named trust officer 
of First NATIONAL BANK, replacing J. A. Reaney who be. 
comes cashier; Miss Luella Thompson named asst. trust of- 


Firs? 


Fast } 
presider 
Departi 
serving 
in mané 


ALTOC 
preside: 
H. Dill 
preside 
ALTOC 


trust Oo 


ficer; and R. V. Beatty and Alwyn C. Purinton became men. wa 
bers of the trust committee. ms'eg 
« 

GENEVA—GENEVA SAVINGS BANK & TRusT Co. named H. J. _— 
; a Woods, 
Telling trust officer and assistant treasurer. dit 
HAMILTON—First NATIONAL BANK & TRUST Co. named PHILA 
Richard Fitton and Vaden Fitton asst. vice president and a 
asst. trust officer, respectively. we 
MANSFIELD—Donald E. Smith and Paul H. Dudte, Jr., ad. PHIL 
vanced to trust officers at First NATIONAL BANK; and Clar- ; #8 
ence C. Luft named asst. trust officer. i 


MARIETTA—At PEOPLES BANKING & Trust Co., Gerald F. Bang kK, 
Beach named vice president and trust officer. PITTS 
WARREN—At SECOND NATIONAL BANK H. A. Lynn, former § dent j; 
executive vice president and asst. trust officer, named presi- § of Fyp 
dent succeeding R. M. Brown, now board vice chairman; ant Ba yice 
L. E. Baughman advanced to vice president and asst. trust § tryst 


officer. Lawre 
YOUNGSTOWN—John H. Oesch named a trust officer of F'rust « 
MAHONING NATIONAL BANK. burgh 

Dilwor 


YOUNGSTOWN—UNION NATIONAL BANK elected John A. 
Stansbury as public relations officer in addition to vice presi- 
dent, and named Lloyd R. Townsend as vice president ané 
trust officer in charge of the trust department, the position 
formerly held by Stansbury. 


ZANESVILLE—First NATIONAL BANK named John Lyn 
an asst. trust officer. 


—,- 


OKLAHOMA 
MUSKOGEE—H. L. Meyer, Jr., advanced to vice president! 
and trust officer of First NATIONAL BANK, and William Kaat 
to asst. cashier and asst. trust officer. 
OKLAHOMA CITY—Robert D. Blinn promoted to trust of: FL 
ficer at LIBERTY NATIONAL BANK & TrusT Co. REAJ 
SHAWNEE—Miss Frances Robertson advanced from asst Ba Rr 
trust officer to vice president at AMERICAN NATIONAL BANE WRI. 
& Trust Co.; and J. Earls to vice president in addition tf dent 
trust officer. Co, 
STILLWATER — SriLLwatTer NaTIONAL BANK promoted 
Frank G. Berry from vice president and trust officer to &* 
ecutive vice president. 
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\ TES 


EpITH M. MARTIN 
Pittsburgh 


GEORGE KADEL 
New York 





Pittsburgh 


OREGON 


PORTLAND—Roy W. Lengfield, heretofore trust officer of 
Frst NATIONAL BANK OF OREGON, appointed an asst. vice 
president with responsibilities in the Property Management 
Department. Lengfield has been with the bank since 1924, 
serving in the trust department, and has had wide experience 
inmanagement of trust properties. 


PENNSYLVANIA 


ALTOONA—Frank Marsh advanced from executive vice 
president to president of ALTOONA TRUST Co., succeeding John 
H. Dillen now board chairman; Joseph F. Fox named vice 
president and trust officer in charge of the trust department. 


ALTOONA—At the First NATIONAL BANK, Margaret Finn, 
trust officer, appointed vice president. 


BELLEFONTE—William Monsell, Jr., became asst. treas- 
wer and asst. trust officer of BELLEFONTE TRUST Co. 


LEWISTON—First NATIONAL BANK named Tressie M. 
Woods, trust officer, to vice president in charge of personnel 
and bookkeeping; Fred B. Fiigon to trust officer. 


PHILADELPHIA—First PENNSYLVANIA BANKING & TRUST 
Co. promoted C. Leslie Applegate to trust officer and as- 
sistant secretary. 

PHILADELPHIA—William K. Gray and Harold R. Marshall 
appointed trust officers at GIRARD TRUST CORN EXCHANGE 
BANK; Edward C. Deardon, 3rd, named asst. trust officer; 
and Kenneth C. Bauder made assistant investment officer. 


PITTSBURGH—Mrs. Edith M. Martin elected a vice presi- 
dent in the estate planning division of the trust department 
of FpeLiIty Trust Co. Mrs. Martin is the first woman made 
a vice president in Pittsburgh banking, and the only woman 
trust officer in the city. Thomas C. Wolstencroft and 
Lawrence Dilworth appointed investment officers in the 
trust department. Wolstoncroft is a graduate of U. of Pitts- 
burgh and the Graduate School of Banking at Rutgers. 
Dilworth attended Yale U. 





kkkkk 
PITTSBURGH — John A. Mayer 
elected president of MELLON BANK 
& Trust Co. succeeding Lawrence 
N. Murray, retired. Before joining 
the bank as a vice president in 
charge of the trust department in 
1951, Mayer was president of Re- 
liance Life Insurance Co. of Pitts- 
burgh. William H. Latimer, Jr., ap- 
pointed asst. vice president, trust. 








HN A. MAYER 






T. G. WOLSTONCROFT LAWRENCE DILWORTH 








REAI)'NG—Norman R. Miller elected a senior trust officer 
at REaoinG Trust Co. 


WEL! SBORO—Waldo E. Shumway advanced to vice presi- 
dent =.d trust officer at TiocA County SAVINGS & TRUST 


Co, 
RHODE ISLAND 


PROV DENCE—Frederick E. Atkinson, vice president, and 
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F. E. ATKINSON 
Providence 


PHILIP B. SIMONDS 
Providence 


Pittsburgh 
Philip B. Simonds, Jr., vice president, are now jointly in 
charge of the trust department at RHODE ISLAND HOSPITAL 
Trust Co. to succeed the recently retired Frederic J. Hunt. 
Simonds, a graduate of Yale and Columbia U. of Business 
Administration, joined Hospital Trust in 1928 as clerk in 
the investment department, and is president of the Provi- 
dence Boys’ Club and the Providence Public Library. At- 
kinson has been with the Trust Company 40 years, since 
1931 in trust, and is a past president of the American Insti- 
tute of Banking and the Estate Planning Council of Rhode 
Island. 


TENNESSEE 


NASHVILLE—First AMERICAN NATIONAL BANK promoted 
Gleaves M. Love to trust officer, and elected Robert A. Turpen 
asst. trust officer. 


TEXAS 
BEAUMONT—Douglas H. Miller promoted to asst. trust 
officer at First NATIONAL BANK. 
DALLAS—MERCANTILE NATIONAL BANK elected as asst. 
trust officers Thomas Sieling and Edward H. Tenison. 
PALESTINE—C, O. Miller advanced to vice president and 
trust officer at ROYALL NATIONAL BANK. 


SAN ANTONIO—Promoted to vice presidents and trust 
officers at NATIONAL BANK OF COMMERCE were William H. 
Webster, Rudolph Stumberg and Francis R. Dury. 
TEXARKANA—Phillip Martin became a trust 
TEXARKANA NATIONAL BANK. 





officer at 


VIRGINIA 
HARRISON BURG—John H. Byrd promoted to vice president 
and trust officer at NATIONAL BANK OF HARRISONBURG; W. W. 
Von Seldeneck to trust officer and director of business de- 
velopment. 
RICHMOND—At BANK OF VIRGINIA, Thomas C. Boushall, 
founder and president since 1922, will become active board 
chairman April 1; Herbert C. Moseley will be advanced from 
executive vice president to president; and D. Blackwell 
Brown promoted to trust officer in the Roanoke office. 
ROANOKE—MounNTAIN TRUST BANK promoted John W. 
Boyle to executive vice president, and elected Hampton W. 
Thomas an asst. trust officer. 
SUFFOLK—Frank E. Butler, Jr., elected president and 
trust officer of FARMERS BANK OF NANSEMOND, succeeding 
Harvey M. Holland, retired; and Nat F. Remick made asst. 
trust officer. 


WEST VIRGINIA 
BECKLEY—A. K. Minter named acting trust officer of 
RALEIGH COUNTY BANK. 


CHARLESTON—Guy H. Lawhead, Jr., named trust invest- 
ment officer at KANAWHA VALLEY BANK. 


HUNTINGTON—First HUNTINGTON NATIONAL BANK pro- 
moted Theodore J. S. Caldwell to vice president and trust 
officer. 


PRINCETON—William W. Myers became trust officer in 
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addition to cashier, at PRINCETON BANK & TRUsT CoO., upon 
decision of directors to make trust services available to the 


public. 
WISCONSIN 


RACINE—At First NATIONAL BANK & TRUST Co., Robert 
A. Davis advanced to asst. vice president and trust officer; 


John E. Held named asst. trust officer. 


JANESVILLE-MERCHANTS & SAVINGS BANK promoted A. W. 


Dunwiddie, Jr., to trust officer. 





SUPERIOR—E. E. Dixon elected president and director of 
NATIONAL BANK OF COMMERCE after serving 30 years in 


banking, advancing from vice president and trust officer; 
Joel S. Gates, Jr., advanced to executive vice president and 


trust officer and named also a director; and E. O. Evenson 
newly elected asst. cashier and asst. trust officer. 


WAUKESHA—First NATIONAL BANK elevated R. L. Yopps 


trust officer. 


to cashier and trust officer; and Mrs. Jane McCaughey to 





MERGERS, NEW TRUST POWERS 
& CHANGE OF NAME 


San Francisco, Cal. — Merger plans 
have been discontinued between AMERI- 
CAN TRUST Co. and WELLS FARGO BANK. 

Stamford, Conn.—Directors have ap- 
proved merger of FAIRFIELD COUNTY 
Trust Co., Stamford, and First Na- 
TIONAL BANK & TruST Co., Ridgefield, 
under the name of the former. 

Olney, Il]—First NATIONAL BANK has 
been granted trust powers. 

Nile, Mich.—First NATIONAL BANK 
has been granted trust powers. 

Zeeland, Mich.—F 1rst MICHIGAN BANK 
& Trust Co. will be the new name of 
ZEELAND STATE BANK which will now 
have a trust department. 

New York, N. Y.—Stockholders ap- 
proved merger of J. P. MORGAN & Co. 
Inc. and GUARANTY TRusT Co. into a new 





ADMINISTRATIVE ASSISTANT 


Small Trust Department in a large Vir- 
ginia city desires administrative assistance 
in the person of a lady or gentleman ex- 
perienced and capable of handling opera- 
tional duties including estate administra- 
tion, accounting and taxes. Write stating 
experience and salary requirement. 

Box H-93-4, Trusts and Estates 

50 East 42nd St., New York 17 











TRUST REPRESENTATIVE 


Young men with legal or accounting back- 
ground wanted for medium size Trust 
Department in growing community in 
southern Virginia. Tax experience help- 
ful. Opening will lead into general trust 
administration and official title. 


Box H-93-3, Trusts and Estates 
50 East 42nd St., New York 17 








TRUST 
ADMINISTRATOR 


Excellent opportunity to assume duties 
as Trust Administrator in large, progres- 
sive bank located in North Central metro- 
politan area. Age preferred 28-35. 


Experience in general practice of law 
preferred but not required. Tax experi- 
ence desirable. 


Submit personal history and salary re- 
quirements. All replies treated in strict 
confidence. Write: Box H-93-2, Trusts and 
Estates, 50 East 42nd Street, New York 17, 
New York. 
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bank known as MORGAN GUARANTY TRUST 
Co., to become effective after approval 
by the supervisory authorities. Henry C. 
Alexander will be board chairman and 
chief executive officer; J. Luther Cleve- 
land, chairman of the executive commit- 
tee; H. P. Davison and T. S. Lamont, 
board vice chairmen; and Dale E. Sharp, 
president. Resources will total approxi- 


HENRY C. ALEXANDER DALE E. SHARP 


mately four billion dollars, making the 
combined institution the fourth largest 
bank in the United States. 

Portsmouth, Ohio — PORTSMOUTH 
BANKING Co. is establishing a new trust 
department. 

Toledo, Ohio—Directors of SPITZER- 
Rorick TRUST & SAVINGS BANK and 
OHIO CITIZENS TRUST CO. approved an 
agreement to merge under the name of 
the latter. 

York, Pa. — YORK COUNTY NATIONAL 
BANK, WESTERN NATIONAL BANK (York) 
and FARMERS & MERCHANTS NATIONAL 
BANK of Red Lion merged under the 
name of NATIONAL BANK OF YORK COUN- 
Ty. The main office will be at 12 E. Mar- 
ket Street. 

Richmond, Va. — Shareholders of 
STATE-PLANTERS BANK OF COMMERCE & 
TRUSTS and the CITIZENS NATIONAL 
BANK, Petersburg, ratified a merger un- 
der the name of the former, with Citizens 
becoming a branch office. 

Kelowna, B. C.—OKANAGAN TRUST Co. 
has become a branch office of ROYAL 
Trust Co., Montreal, upon absorption by 
the latter. H. V. Webb is manager. 


AAA 
IN MEMORIAM 


KNIGHT AMES, vice president in the 
trust department of BosToN SAFE DE- 
posit & TRusT Co. 

Roy H. Bootu, Sr., retired assistant 
vice president and trust officer of Na- 
TIONAL SHAWMUT BANK, Boston. 

EDWARD M. SNYDER, assistant trust 
officer of CHICAGO TITLE & TRUsT Co. 











EXECUTIVE PLACEMENT 














Individuals seeking positions in trust 
departments may have free listing 
(maximum six lines). Responses to 
listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding to ap- 
plicant. 


Assistant Trust Officer, 30, with 10 
years comprehensive experience in ad- 
ministration, estate planning, new busi- 
ness, taxes and investments, seeks posi- 
tion with responsibility, growth potential 
and commensurate salary. 93-1 

Trust Officer, B.A., 28, four years each 
commercial banking and trust experi- 
ence, including operations, administra- 
tion, new business. Organized and devel- 
oped rapidly growing Trust Department. 
Seeks number two slot in medium depart- 
ment with unusual growth potential or 
organize new department. 93-5 

Trust Officer, 13 years complete trust 
and estate experience — administration, 
operations, taxes, estate planning and 
investments, also attorney. Age 4. 
Knows Florida laws and_ procedures. 
Will relocate for senior trust position. 
93-6 

Trust Officer, 33, with six years in 
administration, operations, taxes, invest- 
ments, and customer contacts, and one 
year in commercial banking, desires con- 
nection with progressive bank offering 
advancement prospects, 92-1. 

Trust Officer, attorney, with 14 years 
probate and trust new business expeti- 
ence in small and large trust depart- 
ments, desires position as head of busi- 
ness development department in large 
trust company or administrative head of 
medium size trust department. 92-2 

Teacher, in 40’s, wants job as analyst, 
counselor, or writer. Qualified invest 
ments, taxes, legal, not sales. Prefer 
N. Y., Lb. or N. J. 92-3 

Trust Officer, attorney, 36, wants mort 
opportunity to head department. Exper? 
ence with large southern bank in a¢- 
ministration and new business. Exper 
sive, but ability proven. Excellent refer 
ences. 92-4 

Man with 30 years experience in bank- 
ing, last 10 years in trust department, 
seeks position in Southeast, preferably 
Florida. Able to organize new trust de 
partment, handle investments or trus' 
development. 92-5 

(Continued on page 293) 


Trusts AND EsTaTB 


ASSET 
Assi 


ness 


Ac 
trustec 
ness, i 
ment | 
the fu: 
standil 
accoun 
busine: 





appro» 
busine: 

Ques 
$260.8: 
$2,324. 
served 
affairs 
this ft 
testatc 
pay a. 
includ: 
furnac 
the st 
cated | 
plus; 
questi 
Sets a 
to be i 
busine 


HE] 
proper 
busine 
was ci 
sentia! 
sequer 
rather 
not co 
an acc 

In 1 
intent 
will is 
and cc 
to all 


CLar h 
Sui 
Co! 


N 


Ma: 
Scrip 
for ¢ 
000 « 
Scho | 
dolla 
ing; : 





Mar: 





Dh el 


nt. 
irt- 
or 


‘ust 
ion, 
and 


res. 
ion. 


est- 
one 
20n- 
ring 


2ars 
eri- 
art- 
usi- 
urge 
d of 


lyst, 
yest- 
efer 


nore 
perl: 

ad- 
per- 
ofer- 


ank- 
nent, 
ably 
> de 
trust 


‘ATES 















AssETS — Business — Attribution of 
Assets and Liabilities Where Busi- 
ness is Bequeathed 


Wisconsin—Supreme Court 
Estate of Hayn, 6 Wis. 2d 129. 


A childless widower bequeathed to a 
trusted employee his “undertaking busi- 
ness, including all property and equip- 
ment used in connection therewith and 
the furniture business, including all out- 
standing accounts and to have title to all 
accounts due or to become due” either 
business. The gross estate amounted to 
approximately $113,000, of which the 
business was evaluated at $31,000. 

Questionable items included assets of 
$260.84 cash in a box in the store and 
$2,324.44 in a checking account which 
served testator’s business and personal 
affairs. Evidence earmarked $1,000 of 
this fund as representing liquidation of 
testator’s personal assets intended to 
pay a furnace bill. Questionable liabilities 
included $785 for the installation of a 
furnace in testator’s building in which 
the store and living quarters were lo- 
cated and a renewed bank note of $3,000 
plus interest. Issue was whether the 
questionable items are part of the as- 
sets and liabilities of the estate or are 
to be included in the bequest of testator’s 
business. 

HELD: Asset items were considered 
property and an integral asset of the 
business except as to the $1,000. Furnace 
was considered a replacement of an es- 
sential part of the real estate and con- 
sequently chargeable against ownership 
rather than occupancy, and the note was 
not considered within the terminology of 
an account. 

In the absence of clear testamentary 
intent to the contrary, construction of a 
will is based on accounting terminology 
and common business usage which is fair 
to all concerned. 


Claims Decedent’s Charitable 
Subscriptions are Offers Subject to 
Condition Precedent. 


New York—Surrogate’s Court, Suffolk County 
Matter of Field, N.Y.L.J., Feb. 6, 1959. 


Marshall Field made a charitable sub- 
Scrip'ion of $250,000 to the New School 
for Social Research on terms: (a) $125,- 
000 .o be contributed when the New 
Scho! raised an additional one million 
dolla-s for the construction of a build- 
Ing; and (b) $125,000 to be contributed 
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when the New School raised an addi- 
tional million dollars for construction 
of another building, or raised two mil- 
lion dollars in toto during its building 
drive before June 2, 1956. Before his 
death Marshall Field had contributed a 
little over $123,000 to satisfy his sub- 
scriptions. The New School sought to 
compel the executors to pay the balance 
of the pledge, approximately $126,000. 

HELD: The decedent’s pledge was an 
offer to make two unilateral contracts 
with the New School. As a general rule, 
such pledges become binding when the 
charity accepts the offer by incurring 
liability in reliance thereon. But here 
there was a condition precedent to the 
acceptance of the offer — that the New 
School raise the additional amounts for 
its construction purposes. As to the first 
$125,000 subscription, the New School 
did raise an additional million dollars 
and incurred liabilities in reliance on 
the decedent’s pledge. The transaction is 
not barred by the Statute of Frauds 
because the decedent made a payment 
on account of the pledge and had a writ- 
ten memorandum of the subscription, and 
therefore the executors must complete 
payment of the first $125,000 pledge. But 
as to the second $125,000, the condition 
precedent was not satisfied and the de- 
cedent’s second offer is therefore re- 
voked. 


DISTRIBUTION — Decree Conclusive- 
ly Establishes Validity of Trust 


California—District Court of Appeal 

Budny v. Bank of America, 167 A.C.A. 1 (Jan. 

8, 1959). 

Complaint sought declaration of in- 
validity of a testamentary trust which 
had been established under a decree of 
distribution which had become final. A 


FIDUCIARY 
DECISIONS 


demurrer to the complaint without leave 
was sustained. 


HELD: Affirmed. Trust embodied in 
decree of distribution which has become 
final cannot be collaterally attacked even 
though the parties concede that the trust 
improperly restrains alienation. The 
parties to this case being “heirs, de- 
visees and legatees” (Probate Code, Sec- 
tion 1021), ‘or beneficiaries of the trust, 
are bound by the decree. 


DISTRIBUTION — Grandchildren Lim- 
ited to Legacy Provided for De- 
ceased Child 


Oregon—Supreme Court 
Reed v. Reed, 332 P. 2d 1049. 


Testator provided that if his wife 
died prior to the testator, the residue of 
the estate was given to his five children. 
To one son, he gave 2/5ths; to another 
son, 1/5th; to each of his two daughters, 
1/5th; and to his son John, he gave $5. 

John was the late father of the plain- 
tiffs who claimed one-fifth of the residue 
as if their grandfather had died in- 
testate. The defendants claimed that the 
plaintiffs were entitled only to partici- 
pate in the legacy of $5 which John E. 
would have received, if living. Oregon 
has an antilapse statute which provides 
that when any estate is devised to any 
child, grandchild or other relative of the 
testator, and such devisee dies before 
the testator, leaving lineal descendants, 
such descendants shall take the estate, 
real and personal, as such devisee would 
have done if he had survived the testa- 
tor. 

The trial court found that the statute 
was clear and applied to both real and 
personal property, and that the plain- 
tiffs were precluded from claiming that 
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they should receive more than their par- 
ticipation in the $5 legacy. 
HELD: Affirmed. 


DISTRIBUTION — Liberation of Por- 
tion of Country Where Legatee 
Lived Did Not Re-establish Recip- 
rocal Inheritance Rights 


Oregon—Supreme Court 
Clostermann v. Schmidt, 332 P. 2d 1036. 


The Oregon statute in question reads 
as follows: 


“The right of aliens not residing within 
the United States or its territories, to take 
personal property or the proceeds thereof 
in this state by descent or inheritance, is 
dependent in each case upon the existence 
of a reciprocal right upon the part of 
citizens of the United States to take per- 
sonal property or the proceeds thereof in 
like manner within the countries of which 
said aliens are inhabitants or citizens, and 
upon the right of citizens of the United 
States to receive, by payment to them 
within the United States, or its territories, 
moneys originating from estates of per- 
sons dying within such foreign countries. 
In the event no heirs other than said aliens 
are found eligible to take such property, 
said property shall escheat to the State of 
Oregon, as provided by law in those cases 
where a person shall die intestate with- 
out heirs.” 


Schmidt died on April 24, 1945, leav- 
ing a bequest to defendant Emmy 
Schmidt, who was a citizen of Germany, 
residing in Hof an der Saale, a commun- 
ity in West Bavaria about 15 miles west 
of the city of Asch. Hof had been offi- 
cially taken by elements of the U. S. 
Third Army on April 15, 1945, nine days 
before the death of Schmidt. The com- 
plete surrender of Germany did not oc- 
cur until May 8, 1945. 

The principal question was whether 


or not Emmy Schmidt had a right to 
inherit, in view of the reciprocal pro- 
visions of the Oregon statute. The Alien 
Property Custodian took the position that 
the occupation of Hof by American 
troops on April 15, 1945, immediately 
repealed the German laws of the Nazi 
regime restricting reciprocity. The trial 
court held that there was no reciprocity 
between the United States and Germany 
on April 24, 1945. 

HELD: Affirmed. There is a distinc- 
tion between “countries” and a portion 
of a country. The word “countries” de- 
notes a national political person, with a 
relatively permanent form of govern- 
ment, system of laws and with member- 
ship in the family of nations. The por- 
tion of Germany occupied on April 15, 
1945, could not be considered as a politi- 
cal entity within the Oregon statute. 


INSURANCE Life Intent to 
Change Beneficiary Not Sufficient 
to Modify Policy Designation 


Maryland—Court of Appeals 

Urquhart v. Alexander & Alexander, 147 A. 2d 

213. 

About five years before his death the 
decedent borrowed $5,000 from his em- 
ployer, simultaneously taking out a 
$5,000 life insurance policy in which the 
employer was designated as sole bene- 
ficiary. The loan was paid off about 
three months before the decedent’s death, 
but no steps were taken in the interval 
to change the beneficiary. At his 
death the decedent’s judgment creditors 
claimed that the proceeds should be paid 
to his estate where it would be subject 
to their claims. The widow offered disin- 
terested testimony to the effect that the 
decedent had intended to name her the 
beneficiary after the loan was paid off, 
and urged the proceeds be paid to her. 
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The employer disclaimed any interas 
in the proceeds, and the life insurance 
company paid the money into court. The 
lower court held the proceeds payable 
to the estate, and the widow appealed, 

HELD: Affirmed. There is no basis 
for reformation of the insurance policy 
in the absence of proof of a mutual mis. 
take. When the decedent’s loan was paid 
off, the employee lost all interest in the 
policy, and for want of a change in the 
designated beneficiary, the proceeds be. 
came payable to the estate. Although 
there was evidence that at one time de. 
cedent intended to make a future change 
in the beneficiary, it is clear that he 
never did so, nor did he ever attempt, 
directly or indirectly, to make a present 
delivery or assignment of the policy to 
his wife. Hence, it is impossible to im. 
press the proceeds with a parol trust, 
and they must be paid to the decedent’s 
personal representative. 


LIFE TENANT & REMAINDERMAN — 
Oil Royalties are not Principal 


California—District Court of Appeal 


Estate of Broome, 166 A.C.A. 585 (Dec. 23, 


1958). 

Decedent, with others, had given a deed 
covering certain lands in Ventura Coun- 
ty. The grantee agreed to account for 
and pay to grantors one-half of all 
royalties or other compensation payable 
to the grantee for any oil, gas, ete, 
which might be developed on the land 
or from leases for development of any 
such production. The grantee was not 
obligated to permit exploration for 
minerals. 

Decedent left to his two daughters 
one-half of his interest in real property 
in Ventura County and evidently left 
the remaining half in trust for his wife. 

The report of the case does not indi- 
cate with certainty just what was in 
issue except that the daughters, object- 
ing to a trustee’s account treating oil 
royalties as income, apparently claimed 
that they were real property and not 
therefore distributable (in part, it is 
assumed) as income. 

HELD: Order awarding the royalties 
to income affirmed. The right to receive 
royalties is a species of “property sub- 
ject to depletion” within the meaning 
of that term in Section 730.12, Cal. Civil 
Code, which provides that property sub 
ject to depletion, specifically mentioning 
royalty rights, is income where the trus- 
tee is not under a duty to change the 
form of the investment. 
PERPETUITIES — “Second Look’ 

Taken to Validate Exercise of Pow 

er of Appointment 

Maryland—Circuit Court No. 2 of Ba!t:more 
City 

Mercantile-Safe Deposit & Trust Co. v Ghent 

Daily Record, Jan. 28, 1959. 

In 1876 property was transferred to 4 
trustee for the benefit of a settlor for 
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life. with remainder subject to her 
special power of appointment. In the 
event that the named trustee should die 
or become incapacitated, then the trust 
became fully revocable by the settlor. 

The settlor died leaving a will which 
purported to exercise the power of ap- 
pointment in such a manner as to vio- 
late the rule against perpetuities, ac- 
counting from the date of the creation 
of the deed. The question arose whether 
the disposition could be saved by reason 
of the power of revocation. The named 
trustee had in fact died, and for a pe- 
riod of thirteen days before the appoint- 
ment of a new trustee, the deed of trust 
had, therefore, been fully revocable by 
the settlor. By this time the necessary 
persons were “lives in being” to save the 
appointed estate. 

HELD: Reckoning the period of per- 
petuities from the time when the new 
trustee Was appointed, there was no vio- 
lation of the rule. This was character- 
ed as a “second look” whereby the 
situation existing at the time of the 
creation of a power of appointment can 
be reexamined as of the time the power 
is exercised. 


PowERS — Limitations —— Trustee’s 
Discretion as to Payments to Bene- 
ficiary Overruled by Court 


Missouri—Kansas City Court of Appeals 


Schofield v. Commerce Trust Co., 319 S.W. 2d 
275. 


Testator devised all of his estate in 
trust for his widow during her lifetime. 
The will provided that the trustee should 
apply the income and, if necessary, draw 
frm the principal for the maintenance 
and upkeep of the widow; also, it was 
provided that the widow should, out of 
the income received from the trustee, 
cre for and maintain testator’s son 
John. Upon her death the residue was 
to be divided equally between two sons, 
John and Linn, the former’s share to 
beheld in trust for his upkeep and main- 
tenance, and at his death, the residue, 
ifany, to be delivered to testator’s legal 
heirs. The trustee was authorized to use 
Wincipal, if necessary, for upkeep of 
the son. 

Testator died in 1951. The trustee 
continued to act until the death of the 
widow on January 2, 1955. During the 
lifetime of the widow the trustee paid 
toher some $325 to $350 per month, from 
Which she paid all of her own expenses 
and the living expenses of John, who had 
been in ill health for many years and 
in the hospital several times. He had 
een unable to perform manual labor or 
told » job during the fifteen years prior 
trial. His living expenses under nor- 
mal -onditions after the death of his 
nother amounted to $380 per month. 

On January 20, 1955, the trustee in- 
formed the son by letter that his sup- 
Port snd maintenance would be limited 
the income of the estate, which 
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amounted to $100 per month. In Febru- 
ary 1955, the son’s attorney informed 
one of the officers of the trustee that 
plaintiff’s needs exceeded $100 per month 
and that he should have $300 per month 
for his support and maintenance. 

In May 1955 the son brought suit for 
a construction of the will, particularly 
that part dealing with the requested in- 
crease in allowance to him. The trial 
court found in his favor, holding that 
the trustee had abused its discretion, 
and ordered the trustee to pay plaintiff 
$225 per month from and after January 
1955. 

HELD: Affirmed. Where discretion is 
conferred upon the trustee with respect 
to the exercise of a power, its exercise 
is not subject to control by the court ex- 
cept to prevent an abuse by the trustee 
of his discretion. There is no fixed stand- 
ard by which it can be determined 
whether the trustee is abusing his dis- 
cretion. A good deal depends upon 
whether there is any standard by which 
the trustee’s conduct can be judged. If 
he is directed to pay as much of the in- 
come and principal as is necessary for 
the support of a beneficiary, he can be 
compelled to pay at least a minimum 
amount which in the opinion of a reason- 
able man would be necessary. 

It was clear from the will that it was 
the intention of the testator that the 
plaintiff was entitled to his upkeep and 
maintenance during the remainder of his 
lifetime from the trust estate. It had 
to be assumed that the trustee was en- 
tirely familiar with the physical and 
mental condition of the plaintiff. With 
such knowledge, the trustee failed to 
comply with the testator’s intention 
when it limited the payments to plain- 
tiff to $100 per month simply to keep 
within the income of the trust estate. 


POWERS OF APPOINTMENT — Re- 
duced General Power not Automa- 
tically Exercised by MResiduary 
Clause 


Pennsylvania—Supreme Court 
Jeffers Estate, 394 Pa. 393. 


Testatrix was given a general power 
of appointment by her will over the 
principal of a trust established by her 
father in 1910. Her next of kin were to 
take in default of appointment. In June 
1949, under the authority of Section 3 
of the Estates Act of 1947, testatrix de- 
livered to the trustee her written renun- 
ciation of the right to appoint beyond the 
descendants of the settlor and _ their 
spouses, 

She died in 1956 leaving a will in 
which the power is not mentioned. Her 
residuary estate is given to charity. The 
lower Court held that the power to ap- 
point generally was not affected by the 
renunciation and that the residuary 
clause exercised the power. The next of 
kin of testatrix appealed. 

HELD: Reversed. The renunciation 
was valid. To say that it was not is to 
nullify the legislative enactment author- 
izing the renunciation. Since the power 
was effectively reduced to a_ special 
power, Section 14 (14) of the Wills Act 
which permits the exercise of a general 
power by a residuary clause does not ap- 
ply. Special powers cannot be exercised 
through a residuary clause unless all 
members of the class to which the power 
applies are included. Thus, the general 
rule that a residuary gift does not of 
itself exercise a power of appointment, 
whether general or special, applies. 

A AA 


@ Lawrence D. Bell, founder of Bell 
Aircraft Corp. left an estate of $2,673,- 
971. 
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SPENDTHRIFT TRuSTS — Settlor’s In- 
terest in Irrevocable Trust is At- 
tachable by Creditors 


Pennsylvania—Supreme Court 
Morton vs. Morton, 394 Pa. 402. 


Settlor created an irrevocable inter 
vivos trust with a corporate fiduciary, 
reserving to himself the income for life, 
with remainder to other beneficiaries 
(which settlor could change), and grant- 
ing to the trustee the authority to apply 
principal for his benefit. There was a 
spendthrift provision covering income 
and principal payments due any benefi- 
ciary. 

Settlor’s wife and other creditors at- 
tached the principal and income. It was 
conceded that the wife had the right 
to attach for support and maintenance. 
The lower Court held that the spend- 
thrift clause was inoperative as to the 
interest of settlor-beneficiary and the 
attachments were valid. The trustee ap- 
pealed. 


HELD: Affirmed. It is against public 
policy to permit to the defendant under 
the cover of a trust in which he reserves 
the benefits of property during life to 
enjoy all the benefits of ownership and 
share none of the burdens while at the 
same time the property is beyond the 
reach of creditors. While defendant may 
be bound by the irrevocable provisions, 
his creditors are not. Plaintiffs are en- 
titled to satisfy their claims out of both 
principal and income of the trust. 


WILLS — Construction — All of 
Trust Remainder Held to Pass to 
Surviving Remainderman to Carry 
Out Intent 


New York—Surrogate’s Court, New York Co. 
Matter of Friedman, N.Y.L.J., Jan. 14, 1959. 


Testator gave one-fourth of his estate 
to his sister Martha and bequeathed 
three-fourths of his estate in trust, in- 
come to his sister Martha and remain- 
der on Martha's death to cousins Louis 
and Joseph. The testator requested, 
without imposing obligation, that Martha 
give the trust income to two brothers 
and another sister of the testator, pro- 


vided that his fiduciaries could terminate 
the trust, whereupon the principal would 
go to such brothers and other sister. The 
testator also requested that on the death 
of the life beneficiary, the remaindermen 
give the principal received by them to 
such other brothers and sister. 

The life beneficiary and cousin Louis, 
one of the remaindermen, predeceased 
the testator. Does all of the remainder 
pass to cousin Joseph? 

HELD: All of the remainder passes 
to cousin Joseph. The general rule is 
that where beneficiaries are specifically 
named, they take as tenants in common, 
not as a class, and under this rule the 
bequest to the deceased remaindermen 
would be deemed to have lapsed. But 
there is a strong presumption against 
intestacy, particularly in the case of 
residuary bequests. The testator clearly 
intended that all of his estate should be 
equally available to his four brothers and 
sisters. If the court held that half of 
the remainder passed as intestate proper- 
ty, other relatives would receive portions 
of the estate. The testator relied on the 
integrity of the surviving remainderman 
to share what he received with the sister 
and brothers of the testator. 


WILLs — Construction — Determin- 
ing Members of Class 


Oregon—Supreme Court 
Daniel v. Donohue, 333 P. 2d 1109 


The will of Mary Vogt gave all of 
her estate in trust for daughter Lucile 
for life. Upon the death of Lucile one- 
half of the estate was given to the 
heirs of her body or the survivors there- 
of, share and share alike, and if there 
were no survivors of the heirs of the 
body, the income and residue of the 
estate was to be divided by the trustees 
“equally and share and share alike 
among the blood relations of my de- 
ceased mother and myself.” Lucile died 
intestate without issue, which resulted in 
a termination of the trust. 

The heirs of Mary Vogt would consist 
of fourteen first cousins. Four of these 
cousins died before the testatrix ex- 
ecuted her will, but each of the four left 
issue who claim a part of the estate 
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and are referred to in the opinion a 
“Group I.” Of the remaining ten firg 
cousins who survived the testatrix, fou 
of them predeceased the life tenant, 
Lucile. These claimants are designated 
as “Group II.” The remaining six firs 
cousins survived the life tenant, ani 
are described as “Group III.” 

The trial court held that the six firs 
cousins in Group III were entitled to the 
estate to the exclusion of the other claim. 
ants. 
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HELD: Modified and affirmed. The 
trust created an equitable estate for life 
in Lucile, followed by contingent rr. 
mainders. The contingent remainder ty! 





the heirs of the body of Lucile em-fpever si 
braced only one-half of the estate. This Phe equ: 
remainder was contingent because itBmy he 
was not known whether Lucile woulif This 
have issue, or if she did, whether they §the wi 
would survive her. The remainder to the Bmate ¢ 
blood relations of the testatrix and her BCollie 
mother also was contingent, subject toBtate a 
three conditions precedent: (1) the deathBown d 
of Lucile without leaving surviving is-Bheirs ¢ 
sue; (2) the death of Lucile without Joly a 
exhausting the trust estate; (3) the ex- Bpositio: 
istence of blood relations as_ contem- death ¢ 
plated in the will. in dis} 
The assumption is that a testator in- band’s 
tends to dispose of his estate to those § lie 
who constitute the class at the time of §&tate 
his death. The evidence was not suff. pShould 
ciently strong to prove the right of mem. descent 
bers of Group I to participate in the gMtesta 
estate. The 
The general rule is that a devise to a nd , 
class takes effect in those who constitute gover 
the class at the death of the testator we nf 
unless a contrary intent can be inferred fos ite 
either from the will or other extrinsic 
facts. But Group III took the position 
that the class should be determined as § WILLS 
of the time of the death of the life ten- J Bar 
ant. However, although a life tenant Con 
comes within the description of the class 
designated to take by way of remainder, | 
such life tenant may be excluded from LE 
the class, not by postponing the ascer- wife | 
tainment of the class until after the het th 
death of the life tenant, but by treating lit 
the class as formed at the time of the ef “a 
death of the testatrix and excluding the the 
life tenant from it. The will did not fol " 
“expressly” provide that only those °W’ 
blood relations who survived the life ten- “] 
ant should be entitled to the remainder. prio; 
There was no condition limiting the per] testa 
sons. prop 
The one-tenth interest which each of 
the four cousins who survived the testa- wah 
trix but predeceased the life tenant 4... 
would pass to their respective successors § pen. 
in interest. These are the persors iD fF vivo, 
Group II. The decree of the trial court§  inaf; 
to this extent was modified, The six] debi 
cousins who survived the life tenan' “nd dist 
comprise Group III are entitled te «ne on 
tenth interest, each. This part ©! ‘he _ 
decree of the trial court was affirm Afte 
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ILLS — Construction — Limitation 
after Absolute Bequest Held Void 


Arkansas—Supreme Court 
Collie v. Tucker, 317 S.W. 2d 137. 


The will of Robert Collie gave his en- 
tire estate to his wife, declaring “In as 
much as I have no children and my said 
wife has aided me to accumulate what 
we have, I feel that it is only just and 
right, that should she outlive me, all I 
have should be absolutely hers, and that 
jis my will.” 

In the next paragraph testator pro- 
vided: “It is my will in case my wife 
should not use and dispose of all my 


Bproperty during her lifetime, that what- 


ever she may leave undisposed of, shall 
be equally divided between her heirs and 
my heirs.” 

This case required a construction of 
the will in order to determine the ulti- 
mate disposition of property that Mrs. 
Collie received from her husband’s es- 
tate and still held at the time of her 
own death. Her husband’s collateral 
heirs contend that Mrs. Collie was given 
only a life estate with a power of dis- 
position and that at the time of her 
death the devolution of the property now 
in dispute was controlled by her hus- 
band’s will. The collateral heirs of Mrs. 
Collie contend that she was given an 
estate in fee simple, so that the property 
should pass to them under the laws of 
descent and distribution, she having died 
intestate. 

The trial court held that Mrs. Collie 
had owned the property in fee and 
passed upon her death to her heirs, 
HELD: Affirmed. The limitation over 
was void, being inconsistent with the 
fee simple devise to the widow. 


WILLs — Joint & Mutual — Survivor 
Barred from Disposing of Assets 
Contrary to Terms of Joint Will 


Missouri—Springfield Court of Appeals 
Glueck v. McMehen, 318 S.W. 2d 371. 


L. B. and Abbie Smith, husband and 
wife, executed a joint will which recited 
that the makers were “desirous of jointly 
making some disposition of our property 
to take effect at our death.” Preceding 
the dispositive provisions of the will the 
following clause appeared: 


“In the event of the death of either, 
Prior to the death of the other of said 
testators herein, then full ownership and 
Property rights of our entire estate, both 
Personal and real estate, shall be vested 
in the survivor of the said testators herein, 
subject only to the payment of debts of the 


decensed and ordinary administrative ex- 
Penses, and at the death of said last sur- 
Vivor. we direct that our executor here- 
inafter named, and after payments of 
debi: and funeral expenses, shall make 


distribution of the residue of our entire 





estai to the following persons and in the 
following manner:” 

After L. B’s death his widow ac- 
Marci; 1959 


cepted benefits under the joint will and 
later executed a deed to certain real 
estate, which had been held by the en- 
tireties, to the defendants and received 
in payment a note secured by a deed of 
trust on the property. Shortly thereafter 
Abbie endorsed the note “Paid in full” 
and released the deed of trust. No con- 
sideration passed from the defendants 
for this release. 

After the death of Abbie her executor 
brought an action in equity to set aside 
the release of the note and deed of 
trust. The trial court rendered judgment 
for the executor. The defendants, who 
were the grantees of the real estate, ap- 
pealed. 

HELD: Affirmed. The testimony of the 
witnesses in substance was that the 
testators had said that they had agreed 
that the will stated what they wanted 
to do with their property. 

The terms of the will and the state- 
ments made by husband and wife just 
prior to the execution, proved the ex- 
istence of a contract that the will was 
to be irrevocable after one testator had 
accepted benefits thereunder and that 
the testator dying second would not dis- 
pose of any of the property jointly 
owned by the testators without receiving 
adequate consideration therefor. The 
trial court was correct in holding that 
the survivor had a life estate but not 
one with unlimited power of disposal. 
She could consume the property for her 
own benefit and could dispose and change 
the form of the assets, but she could 
not give them away without receiving 
fair consideration. 


WILLs — Probate — Codicil Entitled 
to Probate Where Will Could Not 
Be Found 


New Jersey—Supreme Court 
In re Sapery, 147 A. 2d 777. 


No Last Will and Testament of dece- 
dent could be found and none was known 
to be in existence at time of his death. 
Codicil, duly executed according to law, 
appointing executor and revoking nomi- 
nation of executor named in will, was 
offered for probate. At issue was ques- 


tion whether codicil was entitled to pro- 
bate and whether named executor was 
entitled to qualify in absence of pro- 
duction of will itself. 


HELD: Codicil entitled to probate. 
Where will and codicil remained in de- 
cedent’s possession, and will could not be 
found, there is irrebuttable presumption 
that testator destroyed will but in- 
tended to continue codicil as testamen- 
tary appointment of executor to ad- 
minister estate. Codicil remains effective 
as testamentary provision for adminis- 
tration of estate. 


WILLs — Probate — Where Copy of 
Will was Properly Executed it May 
be Probated 


New York—Surrogate’s Court, Westchester Co. 
Matter of Oysher, N.Y.L.J., Feb. 26, 1959. 


The decedent signed both the ribbon 
copy and a carbon copy of his will. The 
subscribing witnesses signed the carbon 
copy but through an oversight they did 
not sign the ribbon copy. The carbon 
copy was offered for probate. 

HELD: Because the witnesses did not 
sign the ribbon copy, said instrument was 
not validly executed and could not be 
probated. Accordingly, the decedent’s will 
was not executed in duplicate and the 
carbon copy alone is admitted to pro- 
bate. 


A AA 
@ Dr. Kenneth Black, Jr., C.L.U., Chair- 


man of the Insurance Department of 
Georgia State College of Business Ad- 
ministration, has been appointed to the 
editorship of the C.L.U. Journal to suc- 
ceed J. Harry Wood, who recently be- 
came Managing Director of the Life In- 
surance Agency Managers Association. 

A A A 
Executive Placement 

(Continued from page 288) 

Trust Officer, B.A., 45, seventeen years 
with medium size trust departments in 
administration, investments, corporate 
trusts, some estate planning and new 
business solicitation, seeks administra- 
tive position in medium size department 
in northeast. 92-6 
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ROSTER OF TRUST INSTITUTIONS 


This annual directory — in conjunction with reporting of the American Bankers Association Mid-Winter Trust Confer. 


ence — was designed, at the suggestion of officials in modest-sized, progressive trust departments, to provide an economical 


and effective medium by which they could invite referral business in their area and at the same time support the work of thei; 


professional news-journal. We call attention to the fact that many large or metropolitan city trust institutions also are s 


represented in display advertisements during the year, as listed in the Index at the end of each issue. Those advertising in this 


issue are indexed, with page number, in their geographical place in the roster. 





ALASKA 





Ancillary administration in Alaska 
and complete personal and corporate 
trust services 


National Bank of Alaska 


Oldest Bank in Anchorage Organized 1916 
Box 600, Anchorage, Alaska 





ARIZONA 





Valley National Bank, Phoenix .....................-......------------ 252 





ARKANSAS 





Union National Bank 
of Little Rock 


Resources $86,687,082 
J. H. Bowen, Vice President & Trust Officer 





Worthen Bank and Trust Company 
Little Rock 
Now In Our 83rd Year 


James H. Penick, President 
G. A. Zimmerman, Vice President & Trust Officer 
Aubrey F. Williams, Trust Officer 
Wm. L. Blair, Trust Representative 











CALIFORNIA 
Security-First National Bank, Los Angeles __..._.................... 203 
Title Insurance & Trust Co., Los Angeles _.....................-.-- 285 
a 270 
American Trust Co., San Francisco ......................-.------------ 262 
Bank of California, N.A., San Francisco ..........................-- 182 
COLORADO 





The First National Bank 
of Colorado Springs 


Established 1874 Resources $54,343,524.62 
Carl P. Mechling, Vice President & Trust Officer 





The American National Bank 


of Denver 


Trust DEPARTMENT 





Central Bank and Trust Company 
Denver 


Established 1892 Complete Trust Service 
E. Martin Larsen, Vice President & Trust Officer 
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CONNECTICUT 





The Connecticut National Bank 
Bridgeport 
Trusts and Estates 
FounpED 1806 





Bristol Bank and Trust Company 
Bristol 


Joseph Valentine, Vice President & Trust Officer 
Clifford W. Fulton, Trust Officer 





Danbury National Bank 
Danbury 
The Oldest Bank in Western Connecticut 
Established 1824 
Rolf Haugan, President 
Walter Van Lenten, Vice President & Trust Officer 








Hartford National Bank & Trust Co. -.............-..-.-.----.. 251 
The Meriden Trust and Safe Deposit Co. 
Meriden 


Specializing in Estates, 


Trusts and Investment Management 
Since 1889 





Union & New Haven Trust Co. ...............................-... 253 





The First National Bank & Trust Company 
Ridgefield 


James M. Doubleday, Vice President 
Frank E. Warner, Trust Officer 
Lea F. Brunetti, Assistant Trust Officer 





The Stamford Fidelity Bank 
and Trust Company 
Stamford 


Established 1902 Bank Resources $32,250,486 
James P. Hoyt, Trust Officer 





DELAWARE 


FARMERS BANK 
———— of the ———— 
STATE OF DELAWARE 


Established 1807 





Resources over 100 millien 
Offices: , 
DOVER - GEORGETOWN - NEWARK - REHOBOTH - SMYRNA - WILMIN( ON 





Wilmington Trust Co. 259 
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DISTRICT OF COLUMBIA GEORGIA 
imerican DOONEY: de FOMGE MGs 252 ooo ccsacscesecctexcasaestesssecssecs 254 
madiiral Seve @ Trest Co. oan. csceccncnnsoecosenteossnssns- 290 First National Bank, Atlanta ......................--.-----------------+ 245 
FLORIDA Georgia Railroad Bank 
: j & Trust Company 
The First National Bank Augusta 
of Clearwater Established 1833 
L. V. Chappell, Vice President & Trust Officer J. Marion Adams, Vice President & Trust Officer 
F. Kiernan Schoonmaker, Trust Officer 
Savannah Bank & Trust Company 
‘ S I 
Broward National Bank airs 
of Fort Lauderdale Reuben Clark, President 
ae W. Hunter Saussy, Vice President & Trust Officer 
Complete Trust Services . 
J. B. Richner, Vice President & Trust Officer HAWAII 
First National Bank, Ft. Lauderdale ..............................-- 263 Cooke Trust Company, Limited 
Honolulu 
5 j General Trust and Agency Services 
The First National Bank Property Management — Stock Brokerage 
in Fort Myers Real Estate — Insurance 
P. O. Box 2041 Cable—COOKETRUST 
Complete Trust Service 
IDAHO 
First National Bank The Idaho First National Bank 
of Hollywood Bates 
Catering to your Ancillary Requirements 4 Serving Idaho Through 33 Offices 
R. E. Dilg, President : , , 
H. C. Satchell, Vice President & Trust Officer J. R. Field, Vice President & Trust Officer 
Pan American Bank ILLINOIS 
of Miami 
250 S.E. First St. Peoples Bank of Bloomington 
James Sottile, Jr., President Bloomington 
Sanford R. Pierce, Trust Officer 
Established 1869 Trust Department Established 1900 
F M t Service: 
Bank of Palm Beach and Trust Company Le eax Ms ae cee 
George E. Patterson, President Ge 
John N. Morris. Vice President & Trust Officer Harris Trust & Savings Bank, Chicago ._.................-..---.--- 174 
Naatinents, Tomas Citn, TRUIID asin nn cisiiccnsessicccicneniencnesiaphtond 185 
Sarasota Bank and Trust Company The Millikin Trust Company 
Sarasota Decatur 
‘The Friendly Bank” Resources $26,751,371.75 Acts Only in Fiduciary Capacities 
ira H. White, Vice President & Trust Officer Established 1915 
The First National Bank First National Bank & Trust Company 
eel ~— of Evanston 
Florida ldest tional Bank 
ies oe s G i f =e — John B. Happ, Vice President & Trust Officer 
M. B. Sessions, Vice President & Trust Officer : 
W. H. Woltman, Trust Officer Ernest J. Hewitt, Trust Officer 
Jj. M. Kelly, Assistant Trust Officer Richard A. Sachs, Trust Officer 
Atlantic National Bank The First National Bank 
of West Palm Beach of Springfield 
Es:ablished 1929 Resources $51,909,206.85 Established 1863 
' ‘ . ‘ William H. Patton, President 
\. B. Rittenour, Vice President & Trust Officer Gregory S. Luthy, Vice President & Trust Officer 
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Champaign County Bank 
and Trust Company 
Urbana 


Champaign County's Oldest Trust Department 





INDIANA 





Fort Wayne National Bank 
Fort Wayne 


Bank Resources: $93,000,000 
William V. Sowers, Trust Officer 
T. E. Quirk, Assistant Trust Officer 





The Second National Bank 


of Richmond 


Branches: Greens Fork and Hagerstown 
V. A. Monroe, Vice President & Trust Officer 
Maude I. Howe, Assistant Trust Officer 





IOWA 





Bankers Trust Company 
Des Moines 
F. S. Lockwood, Ist Vice President & Trust Officer 


S. G. Barnard, Trust Officer 
J. M. Barnes, Assistant Secretary 








KANSAS 





The Commercial National Bank 
of Kansas City 


T. C. Hurst, Vice President & Trust Officer 





Security National Bank 
of Kansas City 


Resources $48,012,779.88 
Lauris G. Petersen, Vice President & Trust Officer 





KENTUCKY 





The Covington Trust & Banking Co., Inc. 


Covington 


Thomas A. Hanauer, President 
Robert H. Taylor, Trust Officer 





First National Bank and Trust Company 

















MARYLAND 
Fidelity-Baltimore National Bank ......................-.---.--..-..... 299 Far 
Mercantile-Safe Deposit & Trust Co., Baltimore __........._ 27% 








The Second National Bank 
of Cumberland 


Established 1865 
Joseph M. Naughton, President 







oo 
Manufa 


Nationa 
_ 





MASSACHUSETTS 





——§ [sta 
Boston Safe Deposit & Trust Co. _.....................-----.-..... 242 c 


Second Bank-State Street Trust Co., Boston 








The Home National Bank 
of Brockton 
Established 1874 
Resources $32,000,000 Trust Dept. Resources $15,000.00) 
Wayne E. Clark, President 
William A. Favor, Vice President & Trust Officer 








Harvard Trust Co., Cambridge 





Hadley Falls Trust Company 
Holyoke 
Trust and Agency Funds: $12 million Th 


Jonathan A. Hall. Vice President & Trust Officer 
Kal Kjoller, Trust Officer 








Union National Bank 
of Lowell 





Trust DEPARTMENT 


J. William Etzel, Vice President & Trust Officer  FFirs A 


—_—— 





The Malden Trust Company 
Malden 
Established 1896 Resources $28,300,000 


Hildreth Auer, President 
Harold E. MacInnis, Vice President & Trust Officer 








North Adams Trust Company 
North Adams 




















Lexington’s Oldest and Largest Bank a 
Bank Resources over $63,000,000 Pittsfield National Bank 
LeRoy M. Miles, President Pj 
ttsfie 
Edwin V. Mack, Vice President & Trust Officer ittefield 
Established 1853 
Citizens Fidelity Bank & Trust Co., Louisville _.........._.... 250 Malcolm W. Lehman, President 
MAINE Warren I. Clark, Vice President & Trust Officer a 
Depositors Trust Company South Shore National Bank : 

Augusta of Quincy City ) 
Maine’s Largest Commercial Bank u 4 
23 offices throughout the State Established 1836 Resources $44,940,592.!° ma 
offering t. Le 
Complete Trust Services William J. Griffin, Vice President & Trust Officers FL 
Marc 
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MICHIGAN 








of Farmers and Merchants National Bank 
m Benton Harbor 


Serving Southwestern Michigan 


In All Fiduciary Capacities 








Manufacturers National Bank, Detroit ......................-..... 291 
Rmria rie OMBNOIE SY MOIINIID oon ons cece cczect ap bapa taaat one 258 
al City Bank & Trust Company 
Jackson 


—§ Established 1848 Resources $70,000,000 
24 Cc. R. Miller, Vice President & Trust Officer 





7 The National Bank of Jackson 


Jackson 


C. J. Bisbee, Vice President & Trust Officer 
0.000 Van D. Field & R. T. Kendall, Jr., Trust Officers 
Helen L. Jones, Assistant Trust Officer 





—f{ The First National Bank & Trust Company 


275 of Kalamazoo 
Continuous Banking Service for 96 Years 


John D. Wilcox, Vice President & Trust Officer 





The Muskegon Bank & Trust Company 
Muskegon 
— Complete Banking and Trust Services 


Frank V. Burrows, Vice President 
Harold W. Charter, Trust Officer 





MINNESOTA 





r First National Bank, Minneapolis ___...............................-.-- 275 


The First National Bank 


of Rochester 





0 D. A. Hoops, Trust Officer 
V. T. Anderson, Assistant Trust Officer 
er K. W. Hagaman, Cashier & Assistant Trust Officer 





The American National Bank 
of Saint Paul 


Trust DEPARTMENT 











Empire National Bank 
of St. Paul 
Bank Resources $48,704,000 
John T. O’Connor 
Assistant Vice President & Trust Officer 
MISSOURI 

ee. 

City National Bank & Trust Co., Kansas City .................- 255 
5 Mereontile Trust ace ets SINT as 5 Ee 263 
8.) ee eee D 280 
sa =e 
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MONTANA 





UNION BANK AND TRUST COMPANY 


Helena 


“Montana’s Oldest Trust Company” 


J. H. Dion, Vice President & Trust Officer 
Daniel Dykstra, Trust Officer 
M. A. Mathews, Trust Investment Officer 


NEVADA 
First National Bank of Nevada, Reno ..............-....-..-------- 282 











NEW HAMPSHIRE 





Amoskeag Trust Company 


Manchester 


Established 1891 





Merchants National Bank 
of Manchester 
Established 1853 


Ralph A. McIninch, President 
Raymond W. Rawlings, Trust Officer 





Indian Head National Bank 
of Nashua 


Established 1851 Resources $19,853,496.92 
Robert G. Hopkins, Vice President & Trust Officer 
NEW JERSEY 


Boardwalk National Bank 
Atlantic City 
Resources $105,404,620 


Complete Fiduciary Powers 
Serving Southern New Jersey 











The Hackensack Trust Company 
170 Main Street, Hackensack 
The Oldest Bank in Bergen County 


Kenneth J. Storms, Vice President & Trust Officer 
John P. Rose, Trust Officer 





Peoples Trust Company of Bergen County 
Hackensack 
Resources over $150,000,000 


Complete Trust Services — Corporate and Personal 





The First National Bank 


of Jersey City 
Resources $185,700,000 
Specializing in Corporate Trusts and Agencies 


Herbert S. Croft, Vice President & Trust Officer 


National State Bank, Newarle ..................-.-....--.----.----------- 274 
First National Bank of Passaic County, Paterson ............ 201 








New Jersey Bank and Trust Company 
Clifton - Haledon - Little Falls - Passaic - Paterson - West Paterson 


Resources $286,874,790.74 


C. Kenneth Fuller, Chairman of the Board 
John C. Barbour, President 
Vice Presidents & Trust Officers: 
John J. Devlin - C. Walter Rice 
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Plainfield Trust State National Bank 





Princeton Bank and Trust Company 
1834 — Our 125th Anniversary — 1959 


Princeton 
Hopewell - Princeton Township 


Over FORTY-FIVE Million of Trust Assets 





Citizens First National Bank & Trust Co. 
Ridgewood 


Peter Koole, Vice President & Trust Officer 





EE ae a eee cee Se 262 
NEW YORK 


Kings County Trust Co., Brooklyn 


The First National Bank of Glens Falls 
Glens Falls 
Resources $45,000,000 
Complete Trust Services 


H. C. Brown, President B. W. Francis, Trust Officer 
G. N. Lowe, Assistant Trust Officer 














Tompkins County Trust Company 
Ithaca 
Bank Resources: $39,527,425 
Trust Dept. Assets: $19,992,000 


C. E. Treman, Jr., Vice President & Trust Officer 
Mark R. LaFrance, Trust Officer 





I I cance 193 
Demers 2rusitoa., New Yorke ........-....,--..........-.......-...-..- 179 
Brown Brothers Harriman & Co., New York .................--- 233 
Chase Manhattan Bank, New York .................-.-..-..-..-------- 199 





Federation Bank & Trust Company 
10 Columbus Circle 
Main Office 
New York 19, N. Y. 

6 East 45th Street, New York 17 461 Eighth Ave., New York 1 
80 Jamaica Ave., Brooklyn 41-84 Main Street, Flushing 
Total Resources — over $175,000,000 
Thomas J. Shanahan, President 
Joseph M. O’Loughlin, Trust Officer 





meamover Bank, New. York: ....................:...-..-..---..c---.<-2---<- 176 
Irving Trust Co., New York 2nd Cover 
pnenennre Preet Oo, _.....................-.................--. 187 
I EE Ee ee 188 





Exchange National Bank 
Olean 
J. M. Hodges, President 


H. E. Smith, Trust Officer 
M. C. Follett, Trust Officer 





enone ieoemester Trea Co. .............-......----2<---c<-<--:---cc--... 273 
Security Trust Co.. Rochester 241 





The Schenectady Trust Company 
Schenectady 
“The Leading Community Bank” 


Resources over $80,000,000 
Wesley W. Taber, Vice President, Trust Department 








The Merchants National Bank & Trust Co, 


of Syracuse 


Kenneth F. Barton, Vice President & Trust Officer 
William B. Ogden, III, Vice President & Trust Officer 
Douglas P. Cagwin, Trust Officer 
Wilson W. Curtis, Jr., Assistant Trust Officer 
Harvey P. Peterman, Trust Investment Officer 





phio 





The Meadow Brook National Bank 
of Nassau County 
Trust Dept., 74 Hempstead Ave., West Hempstead 


Established 1905 Resources $384,054,915.59 


Augustus B. Weller, Chairman of the Board 
Walter E. Van der Waag, President 
George D. Cherry, Vice President & Trust Officer 








NORTH CAROLINA 





First Union National Bank 
of North Carolina 


Established 1908 
Trust Offices at Asheville, Charlotte & Lenoir 


Bank Resources $144,149.06) 





The Guilford National Bank 


of Greensboro 


P. N. Calhoun, President 
Claude Batkins, Vice President & Trust Officer 








Peoples Bank & Trust Company 
Rocky Mount 


William W. Shaw, President & Trust Officer 
B. B. Townsend, Vice President & Trust Officer 
John Daughtridge, T. W. Harris, Trust Officers 

Jerome Taylor, Assistant Trust Officer 





Branch Banking & Trust Company 
“The Safe Executor” 
Trust Offices in 


Wilson 
Fayetteville Kinston 
Goldsboro Warsaw New Bern 





The First National Bank 


Winston-Salem 


Complete Trust Services 


Guy R. Dudley, President 
Vernon H. Smith, Trust Officer 





OHIO 





First National Bank, Akron ..................-.-.-.------------ : 


28) 





First National Bank 
of Canton 


Established 1863 





Fifth Third Union Trust Co., Cincinnati 





Lincoln National Bank & Trust Company 
of Syracuse 
Carl H. Maar, President 
John T. C. Low, Vice President & Trust Officer 





The Provident Bank 
Cincinnati 
Frank J. Van Lahr, President 
Julius W. Reif, Vice President & Trust Office: 
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Resources $68,167,934. 
H. M. Carle, Vice President & Trust Officer 


—— 


\T 


Bank F 
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First P 
Liberty 
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Trust Resources over $12 Million 


Park G. Ogden, Vice President & Trust Officer 


—— 


= THE NATIONAL BANK = »"y. = 
OF TOLEDO WU 


A progressive bank serving the 














ae) 
* roi? 


Port of Toledo and Northwestern Ohio 


Experts in all branches of Trust Service 














—— Toledo ES Re TE ee ee AEE 256 
OKLAHOMA 
000 National Bank of Tulsa 
Tulsa 


Roy M. Huff, Vice President & Senior Trust Officer 





PENNSYLVANIA 





r The Merchants National Bank 


He of Allentown 


Robert C. Hendricks, Trust Officer 
Leara M. Moatz, Assistant Trust Officer 





Security-Peoples Trust Company 
Erie 
Established 1903 
Bank Resources $74,024,742.38 Trust Resources $26,914,516.51 
Carl L. Holder, Vice President & Trust Officer 





Western Pennsylvania National Bank 
McKeesport 


Elmer A. Doege 
Vice President & Trust Officer 








ftetits-Phitadetphia Aina icstnsa cheitaniamatintniaidaabantanides 247 
First Pennsylvania Banking & Trust Co., Philadelphia .... 190 
Liberty Real Estate Bank & Trust Co., Philadelphia 234 


——flidelity Trust Co., Pittsburgh 


ee 


—j West Branch Bank & Trust Company 
28! 














Williamsport 
Trust Assets $19,500,000 
Charles A. Schreyer, President 
Robert L. Ellison, Vice President & Senior Trust Officer 

> — 
34.8 RHODE ISLAND 
_ fe island Hospital Trust Co., Providence ................ 261 
. SOUTH CAROLINA 





“he South Carolina National Bank 
Complete Trust Services 
Trust DEPARTMENTS AT 
Charleston - Columbia - Greenville 


bak ie oldest and largest Bank in South Carolina 








phio National Bank, Columbus -___...............-------------------- 241 TENNESSEE 
° : Fidelity-Bankers Trust Co., Knoxville -__..................--..------ 264 
ion k & Trust Compan , 
The First Nat - ay = = ust Co saaaat d Third National Bank, Nashville -...................-......------------- 279 
in teubenville 
TEXAS 





The Capital National Bank 
in Austin 
Raymond R. Todd, Vice President & Trust Officer 


Herbert S. Bolm, Assistant Trust Officer 
Patrick H. O’Donnell, Assistant Trust Officer 





Republic National Bank, Dallas -.........................--.--------- 271 





El Paso National Bank 
El Paso 


J. F. Nelan, Vice President & Trust Officer 
W. R. Squires, Jr., Assistant Trust Officer 





Fort Worth: Watiomial Tims q.<.- <iscscckacisioicnd-.-dcsnccescsssneqsssnass 195 
Bank of the Southwest N.A., Houston ....................-....----- 265 





San Antonio Loan & Trust Co. 


San Antonio 
Established 1892 Resources $16,352,787 
F. J. Oppenheimer, President 





VERMONT 





Proctor Trust Company 


Poultney - Proctor 


Personal Trusts Invited 





VIRGINIA 





Citizens Bank & Trust Company 
Charlottesville 
Trust Resources approximately $8,000,000 


Alexander J. V. Thelen, Vice President & Trust Officer 
Channing W. Daniel, Jr., Trust Officer 





National Bank and Trust Company 
at Charlottesville 
Wm. M. Pope, Vice President & Trust Officer 


J. Robert Neal, Jr., Trust Officer 
Laura Johnson and John Fischbeck, Jr., Assistant Trust Officers 





The First National Bank 
of Danville 
Established 1872 Resources $30,450,000 
Landon C. Horne, Senior Vice President & Trust Officer 


The Lynchburg National Bank & Trust Co. 


Lynchburg 
Established 1865 


Elias Richards, Jr., President 
John T. Percy, Vice President & Trust Officer 











;Telarc:: 1959 
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The Peoples National Bank & Trust Company 
of Lynchburg 
Established 1868 


L. David Horner, Jr., President 
Richard L. Howell, Vice President & Trust Officer 





The First National Bank 
of Newport News 
Trust Services for Every Need 


A. Leonard Shield, Vice President & Trust Officer 
P. F. Ware, Jr., Assistant Trust Officer 





Bank of Virginia, Richmond ................................-.---.------ 250 
First & Merchants National Bank, Richmond .................- 268 





Southern Bank & Trust Company 
Richmond 
Bank Resources over $40,000,000 


Rieman McNamara, Jr. 


Vice President & Trust Officer 





The Colonial-American National Bank 
of Roanoke 


Complete Personal and Corporate 


Trust Services 





Mountain Trust Bank 


of Roanoke 
Capital, Surplus & Undivided Profits of over $3,000,000 


“a Name you can Bank on” 





WASHINGTON 





Everett Trust & Savings Bank 
Everett 


ESTABLISHED 1902 


Complete Trust Services 





Seattle-First National Bank 
WEST VIRGINIA 


The Charleston National Bank 
Charleston 
Capital & Surplus — $6,000,000 


OUR TH YEAR 
1884 19 1959 















TRUST SERVICE 
has been an important part of our businex 
for fifty-six years 
Union Trust & Deposit Company 
Parkersburg 








WISCONSIN 





Kellogg-Citizens National Bank 
Green Bay 


Established 1874 
W. J. Grover, Vice President & Trust Officer 





First Wisconsin Trust Co., Milwaukee .............................. 293 





The First National Bank & Trust Co. 


of Racine 


Trust Assets approximately $25,000,000 


Philip B. Korzilius, Vice President & Trust Officer 
Robert A. Davis, Assistant Vice President & Trust Officer 
Geroldine L. Thome and Alice R. Foster, Assistant Trust Officers 





Security National Bank 
Sheboygan 


Established 1856 





Wisconsin Valley Trust Company 


Wausau 
Offering a complete trust service for over 50 years 


Resources $25,000,000.00 








WYOMING 





The Stock Growers National Bank 
of Cheyenne = 
Established 1882 ee 


W. Robert Dubois, Vice President & Trust Officer 
B. R. Weber, Trust Officer 





CANADA y 


ex 





Ga meee Ge, Bates ................. 5... . 191 


je Ey 2S a ee 2 nee 259 











INDEX TO ADVERTISERS OF OTHER SERVICES 


Appraisers & Buyers 









mernational Ghoe Co. .............-..-...----.-.00c0 aia Insurance 
Parke-Bernet Galleries, Inc. .......................... 254 Kennecott RLS Rees error ect 21 Connecticut General Life 
ES SO ene 252 Le ee eee 211 ES 7 a 4th Cove 
- : Middle South Utilities, Inc. ............... Bee | 
Appraisers & Buyers—Coins Public Service Electric & Gas Co. .-215  Jnvestment 
RNIN ABs Sac haesbenennnncnasaccusinan-canonanashaccannsansancs 253 —— een eee ee 2 TM ss \ 23 
Appraisers—Stock ie “213 Burnham and Company rh 
Management Planning, Inc. .......................... 274 Texas Gulf Saletuar RCS ON ee 215 a’ Sa 7 238 
Corporation & Financial Notices Union Carbide Corp. ........-------.--1+---1seece 217 First Boston Corp. ........ 223 
RT TN ain pd. och wanicneenneceinnaned 212 209 
Allegheny Ludlum Steel Corp. ...................... 212 Uni Halsey, Stuart & Co., I : . 4 
: ited States Steel Corp. ... : 23) 
Allis-Chalmers Manufacturing Co. ................ 229 Utah Power & Light Co. ee See eee 331 
SSS ae West Penn Electric Co. -......---..-----------e-ose- 212 se a 
ae. weeneeiet Corp 211 Financial Services Smith, Barney & Co. ...........-.-.------- Gouncii 192 ( 
a. me a Inc. .........-..-.00+0- 212, pet Standard Research Consultants, Inc. ............ 202 Studley, Shupert Trust Investment Counc'l 93) 
mercial Credit Co. GO AES a ae 
Detroit Edison &. nasi Help & Positions Wanted _........... 288 Publishers 
orida Power Corp. ... ase ublis 
General Electric Co. “0 Hotels Farnsworth Publishing Co., Inc. .........----. = 
Goodyear Tire & Rubber Co. .......................- 173 General Oglethorpe Hotel .............................- 260 Fiduciary Publishers, Inc. .........------------ Mer 
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Trusts AND Estat 


In the time it took you to sink a putt last night... our night 
staff processed 2500 cash items 


Maybe you figured the nap wrong, 
and it took you roughly five minutes to stroke 
a ball firmly into the “cup”. During those 
five minutes, our night staff processed some 
2500 cash items. 500 a minute is par for us. 

This means that many of the checks 
air-mailed to us in the afternoon are available 


funds by the following morning. 

Our correspondents from coast to coast 
find this speed a very important advantage. 
You and your customers will, too. 

We’ll be happy to send you full details, 
or have one of our people drop in at your 
office in person. Call us at STate 2-9000. 


CONTINENTAL ILLINOIS NATIONAL BANK 
and Trust Company of Chicago 


Lock Box H, Chicago 90 





Time is money and his work saves you time 


FACT-DIGGING takes time... and lots of it. And 
it’s as vital a part of the Connecticut General 
man’s work as it is of an attorney’s. So his man 
hours spent serving one of your clients mean a 
saving in hours of your time. 

The CG man’s initial visit will show you how 
valuable his time-saving work can be. The notes 
he brings you contain a complete listing of your 
client’s assets and needs. Where a gap exists 


between the two, he has sound suggestions for 


your consideration, based on intensive study. 


This groundwork done, you are free to give the 
client rapidly the full benefit of your counsel. 
When the CG man’s work proves as productive 
to you and to your client as it has to so many 
others, then you’ll find yourselves working 
together for years to come. 

Connecticut General Life Insurance Company, 
Hartford 

Life... Accident ... Health ... Pension Trusts 
Group Insurance... Pension Plans... Annuities 


CONNECTICUT GENERAL 





